Grand Tur

County of Monterey

P.O. Box 414
Salinas, CA 93902
(831) 755-5020

December 31, 2004

Honorable Terrance R. Duncan

2004 Presiding Judge of the Superior Court
County of Monterey

240 Church Street

Salinas, CA 93901

Dear Judge Duncan:

Forwarded for your review is the Final Report of the 2004 Monterey County Civil Grand
Jury. The Grand Jury received over 50 complaints between January and September.
While we carefully reviewed each of them, we could investigate only a few. We opened
some investigations based on information that we received during interviews or after
reviewing documents. The reports of past Grand Juries and the responses to their
recommendations provided subjects to consider.

During the year, we interviewed many people—some several times. With few
exceptions, all responded to our questions forthrightly and with an obvious desire to
help.

Not all of our investigations resulted in reports. We closed some after satisfying
ourselves that the governmental processes under review were sound. A few complaints
will be referred to the next Civil Grand Jury.

With your approval, we employed an auditor to help review the county budget process.
This was not without controversy. Some said that the assistance wasn’t needed; the
budget process was working fine. Some accused the Grand Jury of trying to aid special
interest groups. We believe that our report will put those matters to rest.

In closing, we would like to extend our thanks to you for your unwavering support and
wise counsel. We would also like to thank the County Counsel, the District Attorney and
their staffs for their prompt and sage legal advice. Lisa Galdos and Maria Garcia
assured that our needs were met on a timely basis and special thanks go to Asa Wiiscn
and Linda Thewissen with whom we worked directly on a daily basis.

Sincerely,

St J el g s

Steven A. Hillyard, Foreman
2004 Monterey County Civil Grand Jury
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CIVIL GRAND JURY MISSION AND RESPONSE REQUIREMENTS

The primary mission of a Civil Grand Jury in the State of California is (1) to examine
county and city governments as well as districts and other offices in order to ensure that
the responsibilities of these entities are conducted lawfully and efficiently, and (2) to
recommend measures for improving the functioning and accountability of these
organizations which are intended to serve the public interest.

According to Section 888 of the California Penal Code: “Each grand jury...shall be
charged and sworn to investigate or inquire into county matters of civil concern, such as
the needs of county officers, including the abolition or creation of offices...or changes in
the method or system of, performing the duties of the agencies subject to investigation
pursuant to Section 914.1.”

Section 925 states, “The grand jury shall investigate and report on the operations,
accounts, and records of the officers, departments, or functions of the county including
those operations, accounts, and records of any special legislative district or other district
in the county created pursuant to state law for which the officers of the county are
serving in ex officio capacity as officers of the districts.” Additionally, Section 919(b)
prescribes that, “The grand jury shall inquire into the condition and management of the
public prisons within the county,” and Section 919(c) prescribes that, “The grand jury
shall- inquire into willful or corrupt misconduct in office of public officers of every
description within the county.”

Empowered as part of the judicial branch of local government, the Civil Grand Jury
operates under the aegis of the Presiding Judge of the Superior Court of the State of
California in and for the County of Monterey. The Judges of the Superior Court
nominate 30 citizens who have volunteered from throughout the County to be selected
as officers of the Court in a public drawing of 19 Jurors and 11 Alternates held during a
court proceeding convened on the first working day after the New Year holiday.

All who appear as witnesses or communicate in writing with the Jury are protected by
strict rules of confidentiality, for which violators are subject to legal sanction. The

minutes and records of Jury meetings are protected by law and cannot be subpoenaed
or inspected by anyone.

Section 933(a) declares: “Each grand jury shall submit...a final report of its findings and
recommendations that pertain to county government matters during the fiscal or
calendar year.” Every “elected county officer” and “governing body” to who a Finding
and/or Recommendation has been addressed must respond in writing to the Presiding
Judge within 60 and 90 days respectively.

Section 933(b) declares: “One copy of each final report, together with the responses
thereto, found to be in compliance with this title shall be placed on file with the [1] clerk
of the court and remain on file in the office of the [2] clerk. The [3] clerk shall
immediately forward a true copy of the report and the responses to the State Archivist
who shall retain that report and all responses in perpetuity.”



Civil Grand Jury Mission and Response Requirements (Continued)

According to its statutory authority, the Jury investigates activities (1) by responding to
written complaints from County residents about alleged irregularities in local
government, and (2) by initiating inquiries about “offenses and matters of civil concern”
(Section 915). Jury initiatives may involve investigations commenced by previous juries
(Section 924.4), including evaluation of governmental responses to Findings and
Recommendations given prior to Final Reports.

Residents of Monterey County may request complaint forms or correspond to the Grand
Jury by contacting the Office of the Monterey County Civil Grand Jury at (831) 755-5020.
Residents may also view the Final Report or obtain complaint forms through the Grand
Jury’s web site address at www.monterey.courts.ca.gov.

Sections 933 and 933.05 of the California Penal Code (excerpts on following two pages)
describe who must respond to Findings and Recommendations published in the Final
Report of a Civil Grand Jury, when the response must be submitted, and the format of

the response. Penal Code requirements are mandatory; please read and follow them
carefully.

Pursuant to Penal Code Section 933(b), responses to the Final Report of the 2004
Monterey County Civil Grand Jury are due as follows:

ELECTED COUNTY OFFICERS: (60-Day Response Period)
Due on or before March 3, 2005.

GOVERNING BODIES OF PUBLIC AGENCIES: (90-Day Response Period)
Due on or before April 4, 2005.

ADDRESS FOR DELIVERY OF RESPONSES TO THE PRESIDING JUDGE:

Mailing Address and Street Address

The Honorable Terrance R. Duncan

2004 Presiding Judge of the Superior Court
County of Monterey

240 Church Street, North Wing, Room 318
Salinas, CA 93901



Civil Grand Jury Mission and Response Requirements (Continued)

PENAL CODE SECTION 933(c)

“Comments and Reports on Grand Jury Recommendations.

No later than 90 days after the grand jury submits a final report on the operations of any
public agency subject to its reviewing authority, the governing body of the public agency
shall comment to the presiding judge of the superior court on the findings and
recommendations pertaining to matters under the control of the governing body, and
every elected county officer or agency head for which the grand jury has responsibility
pursuant to Section 914.1 shall comment within 60 days to the presiding judge of the
superior court, with an information copy sent to the board of supervisors, on the findings
and recommendations pertaining to matters under the control of that county officer or
agency head and any agency or agencies which that officer or agency head supervises
or controls. In any city and county, the mayor shall also comment on the findings and
recommendations. All of these comments and reports shall forthwith be submitted to the
presiding judge of the superior court who impaneled the grand jury. A copy of all
responses to grand jury reports shall be placed on file with the clerk of the public agency
and the office of the county clerk, or the mayor when applicable, and shall remain on file
in those offices. One copy shall be placed on file with the applicable grand jury final
report by, and in the control of the currently impaneled grand jury, where it shall be
maintained for a minimum of five years.”

PENAL CODE SECTION 933.05 (a) and (b)

“Response to Grand Jury Recommendations — Content Requirements; Personal
Appearance by Responding Party: Grand Jury Report to Affected Agency.

(a) For purposes of subdivision (b) of Section 933, as to each grand jury

finding, the responding person or entity shall indicate one of the
following:

(1) The respondent agrees with the finding.

(2) The respondent disagrees wholly or partially with the finding,
in which case the response shall specify the portion of the
finding that is disputed and shall include an explanation of the
reasons therefor.

(b) For purposes of subdivision (b) of Section 933, as to each grand jury
recommendation, the responding person or entity shall report one of
the following actions:

(1) The recommendation has been implemented, with a summary
regarding the implemented action.

(2) The recommendation has not yet been implemented, but will be
implemented in the future, with a timeframe for implementation.



Civil Grand Jury Mission and Response Requirements (Continued)

(3) The recommendation requires further analysis, with an explanation
and the scope and parameters of an analysis or study, and a
timeframe for the matter to be prepared for discussion by the
officer or head of the agency or department being investigated or
reviewed, including the governing body of the public agency when
applicable. This timeframe shall not exceed six months from the
date of publication of the grand jury report.

(4) The recommendation will not be implemented because it is not
warranted or is not reasonable, with an explanation therefor.”

Vi



MANAGEMENT AND GOVERNANCE OF MONTEREY COUNTY

SUMMARY

Based on an interest to better understand the policies, procedures, and personnel
responsible for the management and governance of Monterey County (County),
members of the 2004 Monterey County Civil Grand Jury undertook a review of the
existing policies and procedures which define the responsibilities of the County Board of
Supervisors (Board) and the County Administrative Office (CAO).

The Grand Jury reviewed Final Reports of previous Grand Juries dating back to 1996.
The purpose of the Grand Jury's actions was to determine, to the extent possible,
answers to the following questions:

¢ Is the County being managed effectively?

o Are the Supervisors and the CAO fulfilling their responsibilities and acting with
appropriate authority?

¢ Are current countywide issues and resources being addressed adequately?
What research is performed and what sources of information are used by the
Board members and the CAO to effectively address these issues?

e Does the County have well defined long-term goals? What are these goals and
how frequently are they revised or updated?

¢ [s the County effectively addressing critical issues such as the budget, land use,
the General Plan, water resources, affordable housing, countywide
transportation, and management of Natividad Medical Center?

e Are the Supervisors and the CAO being provided adequate training and/or
orientation opportunities to prepare them to fulfill their responsibilities?

PROCEDURE/METHODOLOGY

Members of the Grand Jury requested of the County Administrative Office and County
Counsel copies of any applicable procedures defining the responsibilities and authority
of the Board of Supervisors and the County Administrative Office.



Members reviewed previous Grand Jury reports, from the period 1996 through 2003 for
any reports containing information pertaining to managing or governing County offices
and the relationship between the Board of Supervisors and the County Administrative
Office. The Grand Jury Report of 1996 was particularly critical of County management
methods and procedures and the interaction between the Board and the CAO.

A series of standard questions was developed to be asked of each Supervisor and a
similar series for the County Administrative Office.

Grand Jury members conducted interviews with each Supervisor and staff in the CAQO,
as well as some current and past employees.

As a follow-up to these interviews, and based upon responses showing particular
interest, or a lack of specific knowledge, members conducted brief interviews with
additional County department personnei.

BACKGROUND AND DISCUSSION

Our requests to the County offices for documentation related to the duties,
responsibilities and authority of County Supervisors and the County Administrative
Officer produced the following:

1. Monterey County Code, Chapter 2.04, Board of Supervisors. This chapter consists
of 43 sections dealing primarily with the attendance and conduct during Supervisor
meetings, presentations, compensation, including travel and meal expenses, and
related matters. The chapter includes a provision and methodology for training of
Supervisors-elect.

2. Monterey County Code, Chapter 2.12, County Administrative Officer. This chapter
consists of seven sections covering Qualifications, Duties, Assistants, Personnel and
Facilities. The section on Duties is very specific, including identifying those
Administrative Department officials to be appointed by the County Administrative
Officer.

3. California Government Code 25000 (Sections 25000 through 25921). This portion of
the Government Code is quite extensive and essentially is the charter for a County
Board of Supervisors defining how many members there shall be, the method of

election and the many functions directed or permitted to be performed by a Board of
Supervisors.

The interviews conducted with each member of the Board of Supervisors and the County
Administrative Office addressed questions related to their understanding and opinions
concerning the following:

Personal Background
Training/Development/Goal Setting
Research and Decision Making
Current Issues

Budget/Finance

Opinion of the Grand Jury’s Role



Prior to the interview, each member of the Board of Supervisors was provided a copy of
the 1996 Civil Grand Jury’s Report Findings and Recommendations and the responses
provided by the then Board of Supervisors. Several of the questions posed to the
Supervisors were related to the findings and recommendations of the 1996 Grand Jury
Report. The current Grand Jury was interested in whether the agreed-upon
recommendations from that time had taken place and are currently in effect.

The Grand Jury compiled and synopsized the responses of the Board Members and the
CAO, looking for common and divergent opinions and any specific knowledge related to
the general topics mentioned above. Some of the most salient, pertinent, and relevant
comments and opinions expressed by the Supervisors are summarized as follows:

¢ No on-going formal training program exists for Supervisors. Supervisors believe
some training or other preparation would be helpful in budget processes and
County financial processes and reports, knowledge of the Brown Act, and

knowledge related to the various County Departments and the Department
Heads.

e Some Supervisors have taken advantage of an orientation for new supervisors
offered by the California State Association of Counties (CSAC). CSAC’s
educational opportunities begin with newly elected supervisors, who are invited
to attend the extensive CSAC New Supervisors Institute. This certificated course
offered through the Center for California Studies at California State University,
Sacramento provides new supervisors with a three and a half day in-depth
introduction into county government, board governance and related issues.

e Additionally, some Supervisors have taken advantage of brief seminars, which
afford the opportunity to learn of State and Federal programs.

e None of the Supervisors were familiar with Government Code 25000, et seq.,
and its provisions. An extensive and detailed document, it outlines the
parameters of the Board’s authority and obligations. It consists of nine major
chapters with numerous individual articles contained therein. The major chapter
headings are as follows:

Chapter 1. Organization

Chapter 2. General Powers
Chapter 3. Financial Powers
Chapter 4. Officers and Employees
Chapter 5. County Property
Chapter 6. Parks and Recreation
Chapter 7. Public Resources
Chapter 8. Health and Safety
Chapter 9. Agriculture and Fairs

Copies of Government Code 25000, et seq., have subsequently been provided to each
Supervisor and the CAO.



There are no specific background or experience or education requirements for
Supervisors, although all have previously served in public office in one form or another.
The County Elections Office states only that a person must be a resident of the District
for a period of not less than thirty days preceding the date of filing nomination papers,
and that a supervisor must reside in the district during his incumbency. Similarly, there
are few required qualifications for the County Administrative Officer: “... demonstrated
administrative and executive ability as shown by at least five years ... in private or public
employment....” (Monterey County Code, Chapter 2.12).

The Supervisors, as may be expected, are most familiar with and interested in issues
related to their district and their constituency, or related to their background and previous
experiences.

The Supervisors rely heavily on their administrative aides and secretaries. An
experienced aide may be as great a value to the County as a well informed Supervisor.

The Supervisors appear to be more reactive than pro-active. During the past eighteen
months, much of the Supervisors’ time and attention was directed toward Natividad
Hospital, the General Plan, the County budget deficit, and the pending budget.
Supervisors appear to have provided little direction in avoiding or resolving issues, but
were more likely to wait and see what happens. Actions of the Supervisors and County
Administrative Office seem devoid of any strategy or grand plan for the future of the

County, but appear to be taken up more by land use disputes and reacting to the crises
of the times.

The Supervisors have not been active in setting long-range goals or developing a
strategic plan for the County and its future development. Although some members of
the Board acknowledged that there were long-range goals, they were not identified, nor
was anyone able to specify when a discussion of goals and a strategic plan had most
recently taken place. Discussion and setting of goals is apparently part of annual
retreats, which don’t always occur on an annual basis. However, since the Brown Act
requires that all meetings — except for certain legal and personnel issues - be open to
the media and the public, this may be an impediment to strategy and team building
sessions, since the Supervisors may not feel free to speak completely openly at these
meetings for fear of repercussions or misinterpretation.

The Supervisors and the CAO agreed that it is difficult to get consensus on many issues.
One Supervisor described Monterey County as a mean county and explained that
special interest groups are strongly established, in conflict with one another and even
unwilling to meet and negotiate. A prevalence of these attitudes tends to stifle and even
strangle the County, particularly any opportunity for growth and solutions to major issues
such as water resources, housing and other land use issues, and maintaining or
developing the County’s infrastructure.

Land-use and budget issues are the areas of most frequent disagreement between
Supervisors. These issues also take up the largest amount of Supervisors' time,
approximately 70 to 75 percent of their time and energies.

The Supervisors expressed as their greatest concerns the budget, the General Plan, a
long range solution for Natividad, population growth and associated problems of water
and traffic, good use of the land, affordable housing, and roadways. While nearly every



Supervisor and the CAO indicated that affordable housing is a major concern and a high
priority, there was no consensus as to how the problem should be dealt with, what the
County’s role is, or what may be a possible solution.

Supervisors are more cognizant than previously of budget and related issues because of
the recent budget crisis and the impact of losses in State and Federal funding. The
Board of Supervisors relied on the Budget Subcommittee to set the tone on budget
matters. However, even the Budget Subcommittee, consisting of two Supervisors, does
not appear to be in agreement as to how the budget crisis was overcome or why the
current budget has been significantly increased over the previous years. The other three
supervisors were similarly in disagreement. Either the budget process needs to be
refined, or the Supervisors better informed, or both.

In spite of the use of the term balanced budget, it does not appear that the County has
one, based on the reconciling of anticipated expenditures and forecasted revenues.
Instead, it operates under a spend plan based on politicized. and socially acceptable
funding levels, which is a constantly moving target.

Board members work collegially with the County Administrative Office. Overall most
Supervisors and the CAO believe the centralized administrative structure, as authorized
and directed by the Board of Supervisors in 1992, has worked well.

In preparation for a Board of Supervisors meeting, the Supervisors receive a Board
Agenda package on the previous Thursday and have until Tuesday to review the
contents. The Board package includes the agenda and reports. Several Supervisors
rely on their aides to flag important issues, and many rely on input, especially phone
calls and e-mails, from their constituents. One Supervisor indicated he considers those
items on the agenda related to public hearings to be the most important. Another
indicated he does not form an opinion or vote on an issue until a public hearing has been
held, whenever applicable. There frequently is little time or opportunity to study a
particular issue. Sometimes the Supervisors may agree to a study session to review an
issue. On land use issues, one Supervisor believes it to be important to visit the area
and see first hand the condition for potential use.

Based on our interviews, development of the General Plan Update has been difficult,
because opposing sides of special interest groups are strong-willed and refuse to
compromise. Supervisors’ outlook toward current efforts is guardedly optimistic, though
not all members of the administration share that optimism. Some suggested that an
area approach toward a General Plan may be more successful than imposing identical
rules on the divergent areas of the County. It appears that if the Supervisors had been
proactive and set some ground rules and objectives at the outset of the update,
considerable time and money could have been saved.

Previous Civil Grand Juries have investigated the County Planning and Building
Inspection Department in 15 of the past 26 years. Numerous complaints have been
directed against the Department’'s personnel procedures and processes, and overall
performance. At least one interviewee believes the under-performance by the
department is due to a lack of consistency and mixed signals resulting from the lack of a
current General Plan. The land use and planning objective of and for the County are

outdated, confusing and frequently changing, according to the Supervisors and
administration.



Little creative thinking was expressed by the Supervisors relative to raising revenues for
the County. Some fees, those that had been previously established, have been raised;
however, no new revenue sources were suggested. One Supervisor remarked that the
County has no plan for business licenses as the various cities do.

The most recent budget includes only a minimum amount for reserves ($3 Million dollars
out of a $700+ Million budget) and no contingency plan for state revenue decreases, or
fresh dips by the State into the County till.

One member of the Board observed that within County management there appears to be
a lack of knowledge or process related to cash flow management.

Budget priorities for the County are public safety and health care, at the expense of
other needs, such as infrastructure. These are services popular with the public, and
thus must be given the most attention by officials who wish to remain in office. A large

portion of the budget is required to cover the cost of employees, including insurance and
retirement benefits.

Supervisors told us that they believe that the situation of Natividad Hospital has
improved but it is not clear of financial problems. Some believe that future deficits will
result in the closing of various clinics. None of the Supervisors or the CAO expects
Natividad to be able to pay back the $30 Million previously loaned by the County. The
new hospital administrator is given much credit for what he has done in his short tenure.
A new information processing system has been procured for Natividad and this has been
an important improvement. One Supervisor offered that the makeup of the Natividad
Board of Directors should include several experienced business people, including
CPA’s. Several Supervisors and the CAO believe that the hospital, in order to be
financially solvent, must be run more like a business. Patients should be required to pay
what they can, even if unable to pay completely for the services provided.

Because of insufficiently controlled spending patterns at Natividad in the past, the Board
of Supervisors now reviews all expenses related to that facility.

Most of the Supervisors were not familiar with the current information and data
processing systems used throughout the County and any potential needs to improve or
replace them. Some were familiar with a need for improvement in the system serving
the Auditor/Controller. All Supervisors indicated that the current systems appear to be
adequate, and any effort to investigate deficiencies and potential upgrades or
replacement has not been a priority. One Supervisor acknowledged that the current
systems are outdated, but said “it is all a matter of money.” Another commented that the
County needs to emerge from the dark ages.

FINDINGS

1. There are no specific experience or background requirements for performance as a
Supervisor. As one interviewee stated, one needs only to be “electable.”

2. The County has no formally defined responsibilities or duties for the performance of

a Supervisor, or collectively as a Board of Supervisors. |If they are defined, they are
not known by the Supervisors.



10.

11.

None of the Supervisors were familiar with the California Government Code 25000,
et seq. The Code identifies, inter alia, various ways for a County to raise or
otherwise generate revenues.

Based on their statements, none of the Supervisors were sufficiently familiar with the
budget development process. None indicated that they were active in setting
direction or priorities in the process. Some expressed concerns over issues that, in
fact, were not considered priorities in the budget development process.

In our observation, Supervisors do not provide active leadership on many issues, but

react to the events of the day and/or the wishes of the numerous special interest
groups.

The Board of Supervisors employed a laid back, wait and see attitude in the
development of the General Plan. It failed to provide guidance and direction up front
which may have saved time and funds. The Board of Supervisors and the CAO have
allowed special interest groups to have undue influence.

Supervisors rely heavily on their aides and secretaries in order to be properly
informed and prepared.

The Board of Supervisors has not actively or vigorously pursued solutions to
problems of water, transportation or affordable housing for the County.

The Board of Supervisors and County Administration have allowed the County to
engage in employment contracts leading to unaffordable cost increases. Examples
include excessive use of overtime by the Sheriff's Department, salary and wage
increases at the rate of 5% per year on a multi-year contract, and increases in labor
and professional salaries at Natividad Medical Center.

Increasing costs in employee related expenses, such as retirement benefits, workers’
compensation premiums and payouts, and health care are becoming a
disproportionately high share of the County’s budget. While union multi-year
contracts provide increased compensation for line employees, they are causing

compaction of the salaries of management employees, who do not enjoy the benefit
of contracts.

The lack of an updated General Plan significantly contributes to the difficulties

encountered by the public when dealing with the Planning and Building Inspection
Department.

RECOMMENDATIONS

1.

Supervisors must be pro-active, less political and demonstrate stronger leadership in
running the County’s business, such as the General Plan Update and affordable
housing. There should be long-range goals and a strategic plan that deais with the
essentials for economic growth and well being for the County.



Supervisors must not let the future, including its development or lack thereof, be
controlled by special interest groups. Groups that are unwilling to deliberate
collegially, negotiate, or seek compromise should be ignored or otherwise
disenfranchised.

. The County budget should be developed with guidance from long range goals and/or
a strategic plan.

. The County should initiate a program to better control employee related expenses,
including overtime and workers’ compensation costs.

Supervisors should aggressively explore new opportunities for revenue
enhancement, including seeking grants.

. The County should establish a mandatory training and orientation program for new
and experienced Supervisors, to include but not be limited to the following:

e Supervisors need to become familiar with the contents and provisions of
Government Code 25000, et seq.

e Upon election and prior to taking office, new Supervisors should tour the
County’s departments to acquaint themselves with the various operations.

e On maijor issues such as the budget, all Supervisors should be well informed.

e Supervisors should be familiar with and fully understand the provisions of the
Brown Act.

. The County needs to pursue avenues for cutting operational costs, to include

investigation into employee costs such as retirement, workers’ compensation,
healthcare and abuses of overtime.

Supervisors should take field trips, as part of study sessions, to sites involved in
major issues.

RESPONSES REQUIRED

Monterey County Board of Supervisors

Recommendations 1 through 8

Date Due: April 4, 2005



The Board of Supervisors Should Direct the County Administrative Officer to
Respond to the Following:

Recommendations 2 through 7
Date Due: April 4, 2005
Responses to the Recommendations shall be addressed to the Presiding Judge of

the Superior Court of California, County of Monterey as noted on page iv of this
report.




BUMPY ROADS

SUMMARY

County and state maintained roads are critical to the economy of Monterey County. As
our major industries and sources of revenue, agriculture and tourism must be supported,

not impeded, by our road system. The condition rating for Monterey County’s 1240
miles of roadways is poor/fail.

During interviews with members of the County Board of Supervisors, several members
of the Board expressed concern over the current condition of county roads and the lack
of sufficient funds available for maintenance, repair, improvements and new
construction.

Based on the comments of Board members, the 2004 Monterey County Civil Grand Jury
determined it was appropriate to investigate the current condition of County maintained

roads and the plans of the County Public Works Department and the Transportation

Agency for Monterey County for the repair, maintenance, improvements and new
construction of roads within Monterey County.

PROCEDURE/METHODOLOGY

The Grand Jury conducted interviews with County public works personnel to determine
the following:

1. Which governmental agency- federal, state or county - has the overall responsibility
for the various roads and bridges throughout the county?

2. What sources of funding and other assets are available for Monterey County to
repair, maintain, improve and construct?

3. What is the County’s overall plan for road maintenance and repair? How are
priorities established for repair and maintenance?

4. Does the County have a plan for road improvements or new road construction?

5. What County resources, including personnel and equipment, are available for road
maintenance and repair? Are there shortfalls in personnel or equipment?

6. What funding is realistically required for adequate annual maintenance? How does
the budgeted amount compare with actual needs?

10



Members of the Civil Grand Jury also interviewed a representative of the Transportation
Agency for Monterey County (TAMC). TAMC is an independent agency created by
statute to solve transportation problems throughout Monterey County. Elected officials
from each of the twelve incorporated cities in Monterey County and all five County
Supervisors represent the public on the TAMC Board of Directors.

BACKGROUND AND DISCUSSION

fin 2000, the County Public Works Department conducted an evaluation of the entire
county road system. The department presented its countywide pavement analysis to the
Board of Supervisors, the County Administrative Officer and County staff on October 3,
2000. The public works analysis categorized specific road conditions as excellent; good

or fair, requiring surface rehabilitation; or poor or failed, requiring major rehabilitation or
reconstruction.

The average Pavement Condition Index (PCl) for the county’s 1240 mile road system is
approximately 0.50 (poor/fail), which indicates that about half of the road system
pavement surface displays visible signs of failure. An acceptable average PCI of 0.75 to
0.80 (fair/good) would provide a stable, reasonably smooth driving surface and would
maximize the cost effectiveness of the pavement management program. The current
annual chip seal effort of $2 million provides some preventive maintenance on many of
the more rural roads. However, to raise the average PCI to fair/good condition, the
annual chip seal program needs to be supplemented with $10 million per year for a ten-
year period of time for the purpose of overlaying, reconstructing, and restoring
roadways. After the initial ten-year period of time, the annual amount needed for
overlaying and reconstructing can be reduced to about $5 million per year. This effort
would restore and maintain the road system to a fair or good condition

At the time of the evaluation, the estimate for repairs to bring the road system up to good
condition was approximately $222 million. This was based on 1102 miles of roads

requiring some degree of rehabilitation. This detail was further broken down into the
following levels of rehabilitation:

¢ Reconstruction 82 miles
e Overlay 239 miles
o Chip Seal 733 miles
e  Slurry Seal 48 miles

Based on an estimated 7 year cycle between rehabilitation of any particular road, the
average estimated cost is $17.8 million per year. The current revenues from all of the
various sources (federal, state and county) fall far short of this amount. It should be

noted that the cost of repairs increases exponentially as a road deteriorates or is labeled
as poor or failed. '

The Public Works Department intends to update the evaluation during fiscal year 2005.

Following the Public Works presentation, the Board of Supervisors directed
implementation of a two-phase sealing program. This program, based upon the
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available funding at that time, provided for chip sealing 200 miles of roads and slurry
sealing approximately 50 miles of roads.

In spite of new housing and other infrastructure developments, and the overall growth of
the county, a major funding deficit exists for roads that are planned for construction by
either the state or the county. As the area grows, developers are required to mitigate
their impacts to road capacity. However, this does not compensate for the increased
road maintenance burden on existing roads of the surrounding area.

The considerable amount of daily truck traffic is also taking its toll on all of the roads
throughout the county. During the peak agriculture season, as many as 2,700 trucks
traverse the county road system on a daily basis. Due to a lack of funding, the state has
been unable to make significant improvements to state-responsible roads, such as the
new construction of roads, widening or improving existing roads by creating additional
lanes, passing lanes and left turn lanes on heavily traveled roads. This has resulted in
more traffic being diverted to county roads. As an example, recent traffic counting
revealed that 25,800 vehicles per day travel Highway 68. Approximately 22,125 vehicles
travel Blanco Road daily and 8,610 vehicles travel San Juan Grade. Approximately
55,000 vehicles traverse the Prunedale corridor on Highway 101, and this number is
expected to increase to 85,000 by 2020.

The Public Works Department has the responsibility for over 1,240 miles of roads and
172 bridges on county-maintained roads. These bridges are not on state highways and
are not part of the state system. However, California Department of Transportation
(Caltrans) bridge inspectors biannually inspect all county bridges 20 feet or longer and
submit the inspection reports to the County. These inspections are required by the
Federal Highway Authority (FHWA) to adhere to the National Bridge Inspection Program.
There are 138 bridges on the county-maintained bridge list that are inspected by
Caltrans bridge inspectors. The Public Works Department inspects the remaining 32
bridges which are less than 20 feet in length. Two bridges are over state highways and

are inspected by Caltrans with Monterey County responsible for the roadway portion of
the bridge.

Caltrans is responsible for bridges on state highways and the individual cities within
Monterey County are responsible for bridges within their jurisdiction.

The State Seismic Retrofit Program evaluated all bridges within the State to determine
the bridges most vulnerable to damage during an earthquake. In unincorporated
Monterey County, 27 bridges were identified as eligible for state and federal seismic
retrofit/replacement funding out of the 172 maintained by the County. For six bridges out
of the 27, it was determined to be more cost effective to fully replace the structures
rather than retrofit them. Of the 27, Public Works was successful in designing,
permitting, and constructing seismic retrofits of 21 bridges. For these projects, federal
and state retrofit funding provided 100% of the cost of design and construction. The
remaining 6 bridges are in the design phase and are in various levels of environmental
documentation, right of way purchase, or final design. However, due to the state budget
crisis, and suspension of state bridge seismic funding by the state, the reduction of
funding for seismic retrofit projects from 100% to 80% has jeopardized the ability of the
County to fund the construction of five of the six bridge replacements that remain in the
seismic program. Funding for the Sandholt Road Bridge replacement project in Moss
Landing has been secured, and the project is scheduled for construction in the spring of
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2005. Construction of the other five projects has been delayed pending identification of
matching funds to replace state funding sources.

Sixty percent of the county roads have evolved from earlier ranch roads and are

maintained through chip or scrub sealing. It is not feasible to overlay or reconstruct
these roads without incurring major costs.

The state has the responsibility for major arteries such as Highways 101 and 68. The
federal government has no direct operational capacity for the actual repair or
construction of any roads, but does provide matching funding for state, city, and county
road and bridge projects. For example, federal funds are available to assist the State in
improving Highway 101 as part of the National Highway System, and may be made

available as matching grant funds to local jurisdictions funded by the Transportation
Enhancement Act for the 21 Century.

Routine road maintenance consists of the day-to-day activities to keep roads safe and
serviceable. The activities included: pavement surface maintenance such as pothole
patching, pavement sweeping, tree and brush maintenance, shoulder mowing, shoulder
maintenance; repairing, replacing and cleaning drainage facilities; repairing, replacing,
and maintaining traffic control signals, flashing lights, and traffic control signs; repairing,
replacing and painting all pavement markings; maintaining, repairing, and minor
upgrading of all structures within the road right of way such as bridges, retaining walls,
and miscellaneous structures; paying energy costs for traffic signals, flashing lights,

tunnels, and safety lighting for high accident locations; and maintaining the road right of
way as a property owner.

Road maintenance may consist of any of the following types of repair or construction:

Slurry Sealing is a mixture of well-graded fine aggregate, emulsified asphalt, mineral
filler and water. Slurry seal is used to fill shrinkage cracks, to prevent air and moisture
from penetrating the pavement, and to recondition dry and weathered asphalt. It is

ideally applied around residential areas where traffic is light and speeds are low. The
cost is around $22,000 per mile.

Chip Sealing or Scrub Sealing is a preventive maintenance operation consisting of an
application of an asphalt emulsion with a cover of screenings placed on top of existing
pavement. Its purpose is to mitigate surface raveling, to provide a skid resistant surface,
to prevent moisture and air from entering the pavement and to recondition dry and
weathered surfaces. The cost is estimated to be $30,000 per mile.

Asphalt Overlay is a type of pavement rehabilitation where a layer of asphalt concrete is
placed on existing pavement to restore ride quality, to increase structural strength (load
carrying capacity), and to extend the service life of the road. This type of pavement
maintenance is primarily used on major roads where traffic loads are heavy and vehicles
travel at higher speed. The cost is estimated to be $500,000 per mile.

Reconstruction is the removal and complete rebuilding of the road. The ground below
the proposed structural section is prepared and compacted. A layer of base material or
sub base is placed at the bottom of the excavated structural section. Asphalt concrete or
portland concrete cement is placed on top in multiple layers or lifts. The asphait
concrete is compacted and prepared with traffic delineation including signing, striping,
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and installation of raised pavement markers. The cost for a new or reconstructed two-
lane road can vary from $1.0 to 1.5 million per mile.

The County has highly trained and effective chip sealing crews recognized as among the
very best in the State. Other communities frequently send their crews to learn from the
County crews. For overlay and reconstruction, the County outsources to contractors.

When a new road is constructed, it is typically designed to carry the anticipated
equivalent wheel loads during the 20-year life of the pavement. Without preventive
maintenance the pavement will deteriorate over time and serviceability will degrade to a
very poor condition at the end of the 20-year life. Failure characteristics such as

potholes, cracking, reveling, rutting, etc, will generally be evident on more than 50% of
the paved surface.

Pavement preventive maintenance consists of those cost effective activities that
systematically restore, rejuvenate, and rehabilitate the pavement surface to extend the
life of the pavement significantly beyond its original design life. These activities include
various methods of pavement treatment such as chip sealing, slurry sealing, scrub

sealing, fog sealing, and overlaying. All of these treatments include structural repair of
failed areas.

Sealing the road every 7 to 10 years rejuvenates and rehabilitates the pavement and
extends the life and serviceability to well beyond the original pavement design life.
Regular sealing combined with an overlay in the 25 to 30 year range restores the

pavement to almost new conditions and eliminates the requirement to reconstruct the
roadway.

The primary sources of funding for road maintenance are from taxes. The major tax
sources are:

Highway Users Gasoline _Tax For each gallon of fuel sold, the Federal government
receives about 18 cents, and the State government receives about 18 cents. The State

redistributes its share as roughly 12 cents to Caltrans, 3 cents to the cities within the
county, and 3 cents to the County.

Local Transportation Fee (LTF)-Road Maintenance From the sales tax collected in the
county, 1/4 cent is set aside for public transportation purposes for all jurisdictions within

the county. Any excess funds not utilized for public transportation are available to the
jurisdictions for road purposes.

AB2928/ Proposition 42 Assembly Bill 2928 of 2000 established a comprehensive traffic
congestion relief and transportation funding program originally proposed by the
Governor and later revised and approved by the Legislature. The bill appropriated a total
of $2 billion from the state general fund and gasoline sales taxes in 2000-01 and shifted
the state's sales tax on gasoline over a five-year period from the general fund to the
congestion relief program (another $5 billion), thereby providing an estimated $7 billion

for transportation and transit projects and services and local road repairs over a six-year
period.

In 2001, the Legislature approved Assembly Constitutional Amendment 4 (Proposition
42) which proposed to "grandfather" the transportation uses of the sales tax revenues
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into the California Constitution for the 5-year period, after which the on-going gasoline
sales tax revenues would be used in perpetuity for State Transportation Improvement
Program (STIP) projects, city and county roads and the PTA/transit. Proposition 42 was
approved by approximately 69% of the state’s voters on the March 2002 ballot.
Specifically, it amended the California Constitution to do the following:

e Transfer annually to the Transportation Investment Fund (TIF) the State's share

of gasoline sales tax revenue that otherwise would be deposited in the general
fund.

e Specify that for 2003-04 through 2007-08 the TIF funds are allocated pursuant to
AB 2928.

e Specify that, beginning 2008-09, the TIF funds are allocated for public transit and
mass transportation capital improvement projects subject to STIP requirements,

city street and highway maintenance and county street and highway
maintenance.

Other sources of funding include:

County General Fund. Funding for pavement management.

Regional Surface Transportation Program (RSTP) Exchange. Federal funds directed for
specific projects. These funds come from the federal government to the state
government and are further distributed by TAMC.

For fiscal year 2005, and similarly for other years, the amounts of these sources to be
used for maintenance of roads are as follows:

Highway Users Tax $ 7,128,732
LTF Road Maintenance $ 1,638,544
RSTP Exchange $ 725,486
General Fund Support $ 1,000,000
Proposition 42/AB2928 3 0

Total $10,492,762

The county general fund in recent years had contributed $2 million annually, but this was
reduced in FY 2005 due to the overall budget problems. Out of total revenues, the $1
million general fund support represents discretionary funds, which the County may apply
as it sees fit; other revenue sources are designated for specific purposes.

The overall public works budget for road work in fiscal year 2005 is $26 million, which
includes anticipated state and federal funding in addition to that shown above. Of this
amount, approximately $10-11 million is provided as federal and state monies as
matching funds or grants for designated road and bridge work.
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The major expenses are as follows:

Administration $ 1,226,800
General Engineering $ 1,331,475
Fixed Assets $ 199,142

Pavement Management Projects $ 1,000,000
Road and Bridge Maintenance $ 5,965,375
Total $ 9,722,792

The Monterey County Public Works budget unit provides for the staffing and operation of
the Public Works Department. Specific activities of the department include traffic
planning, engineering and operations, road and bridge engineering, construction and
maintenance of county roads and bridges, and other related activities such as issuance
of encroachment permits. The department is organized into three divisions: engineering,
operations (including environmental services), and administration. Each January, the
Board of Supervisors approves the annual Five-Year Public Works Capital Improvement
Program, which sets the time frame for the construction projects to be budgeted in the
annual work program. This budget also provides administration and engineering staff
support to other budget units, including the county surveyor, litter control, disposal sites,
county service areas, county sanitation districts, and assessment districts. The salaries
and benefits for staff support and indirect costs related to these budget units are

reflected in the public works budget and are charged to the respective budgets as the
costs are incurred.

Beginning in Fiscal Year 1999/2000, additional funds became available from the general
fund and in Fiscal Year 1999/2000 from AB 2928, the Transportation Omnibus Bill.
These funds were designated for the pavement management of county roads. Over the
past 6 years, the road fund has received over $10.7 million in general fund contributions,
$4.6 million in AB 2928 funding, and has used almost $2 million in other road funds to
chip seal over 538 miles and slurry seal 52 miles of county roads. No revenue from AB
2928 was received in FY 2004, and none was included in the FY 05 state budget as a

result of the state’s policy of diverting allocations of AB 2928 funds to help finance the
State general fund budget.

The Public Works Department is comprised of 133 employees of whom about 90 are
designated for road work. Until recently road crews were made up of approximately 20
workers. Due to recent budget constraints, the number of personnel in a road crew has
dropped to 13. There are 4 crews, one working out of each maintenance district. The
department has evaluated all funding sources and operational needs for FY 2004-2005
and is currently in process of staffing its road crews to full levels. The department

includes formal training for its equipment operators, including a state mandated program
for certifying crane operators.

The county facilities for road repair consist of four maintenance district offices
strategically located to serve the county. District facilities are located at Monterey, San
Ardo, Greenfield and San Miguel. Each district is responsible for approximately 300

miles of roads. District superintendents determine the priority for road repairs within
their district.
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The districts have major road repair equipment assigned to each, with some equipment

being shared among districts. Major equipment located at each district includes the
following:

Two or three motor graders
Two or three skip loaders
Two patch trucks

One backhoe

Two 5-yard dump trucks
One 10-wheeler truck plus a pub trailer
Five to seven pick-up trucks
One superintendent’s vehicle
One water truck

Two tractor mower/brooms
Two equipment tilt trailers

The Public Works Department includes in its budget $500,000 per year for the
replacement or upgrade of equipment. New heavy duty equipment such as motor
graders and skip loaders can cost as much as $250,000 each.

The Transportation Agency for Monterey County (TAMC) is the responsible agency for
identifying and coordinating the major transportation requirements and sources of
funding for fulfiling regional transportation needs. TAMC works with Caltrans, local
cities and the county and is involved in the planning of roadways, bus and rail systems of
transportation. TAMC is responsible for monitoring traffic congestion and, among other
mandates, is dedicated to the transportation needs of the elderly and disabled and
distributes funds for commuter buses.

TAMC has identified a long list of transportation projects and has developed a proposed
plan to accomplish them over the next 14 to 20 years. The cost of these projects is
estimated at $1 billion. The funding sources have been identified as follows:

»  $350 million through local transportation sales tax
= $400 million from expected state and federal funds
= $180 million from regional traffic impact fee
= $60 million from local and Fort Ord reuse fees

The local transportation sales tax will be collected through a proposed V2 cent increase

in the local sales tax. This tax increase is currently proposed to be a ballot measure in
2005.

The regional traffic impact fee may be collected from land developers as part of a county
wide development impact fee. They have indicated to TAMC their support of this fee,
which would take place only if the increase in sales tax is approved by the voters. Fees
would generally be assessed as follows:

¢ Residential: $ 7,083 average per dwelling unit.
- Affordable Housing: 48% to 80% discount.
e Commercial: $ 2,929 average per 1000 square feet.
¢ Public /Office: $ 949 average per 1000 square feet.
¢ Industrial: $ 868 average per 1000 square feet.
- Transit-oriented development: 10% discount.
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These sources of revenue, derived within the county, would remain available solely for
use by Monterey County and the cities within. The funds would be used for highways,
local roads, and bus and rail systems. They cannot be usurped for other purposes by
the county or the state. These funds may be used to leverage state and federal grants.

Included in the TAMC 14 year plan are the following as major safety and operational
improvements or congestion relief projects:

1. Salinas Road Interchange at State Route 1

2. State Route 156 Widening and Highway 101/156 Interchange

3. US 101 Prunedale Improvement Project (PIP)

4. US 101 Prunedale Bypass/Freeway Project

5. Marina — Salinas Corridor Widening

6. Airport Blvd. Interchange at US 101

7. Del Monte Ave (Monterey)

8. State Route 1 Widening Sand City — Seaside

9. State Route 68 (Holman Hwy —access to Community Hospital)

10. Carmel, State Route 1 Operational Improvements

11. State Route 68 Operational Improvements

12. US 101 Interchanges at Gonzales

13. US 101 Interchanges at Soledad

14. US 101 South County Safety Improvements

15. US 101 Interchange at Greenfield

16. King City Grade Separation

FINDINGS

1. There is insufficient funding in the county’s annual budget for road maintenance or
upgrades.

2. It appears new financial resources are needed for new construction of much needed
new roads, or major improvements to existing roads.

3. The Public Works Department is effective in management and use of its limited
funding and resources.

4,

The following recommendations made by the Public Works Department in its 2000
presentation to the County Board of Supervisors were adopted by that body:

“Direct the Department to establish for subsequent years, a pavement
management program that contains a minimum annual sealing program of
100 to 120 miles. Additional resources made available for pavement
management should be used to begin overlay and reconstruct the arterial
road system. Overlay and reconstruction projects will be developed and
authorized by the Board of Supervisors through the Five-Year Capital
Improvement Program and the annual Work Program.”

“Direct the Public Works Department to continue to aggressively explore

other resources for pavement management, rehabilitation, and overlay of the
county’s road system.”
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RECOMMENDATIONS

1. The County should significantly increase annual funding for road repair.

2. The County should endorse and actively support TAMC efforts for an increase in

sales tax revenues and for the increased funding for improvements and repair of
County roads.

3. The County should seek additional sources of funding so as to leverage and take
advantage of federal funding for repair and construction of new roads and bridges

4. The County should ensure land developers pay their fair share for local
infrastructure.

RESPONSES REQUIRED

Monterey County Board of Supervisors
Findings: 1, 2, and 4
Recommendations: 1 through 4
Date Due: April 4, 2005

Monterey County Board of Supervisors to Direct the County Administrative Officer
to Respond to the Following:

Findings 1 through 4
Recommendations 1 through 4
Date Due: April 4, 2005

Monterey County Board of Supervisors to Request the Transportation Agency for
Monterey County (TAMC) to respond to the following:

Finding 2
Recommendations 1 through 4
Date Due: April 4, 2005

Responses to the Findings and Recommendations shall be addressed to the

Presiding Judge of the Superior Court of California, County of Monterey as noted on
page iv of this report.

REFERENCES

Monterey County Pavement Management Strategy; as presented by Monterey County
Public Works to the County Board of Supervisors, October 3, 2000.
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THE BUDGET PROCESS: A CHANCE TO IMPROVE

SUMMARY

Through interviews and audit responses, it was apparent that some of the Supervisors,
Administrators and Department Heads are unfamiliar with the process of the Civil Grand

Jury.

The primary mission of a Civil Grand Jury in the State of California is (1) to
examine county and city governments as well as districts and other offices
in order to ensure that the responsibilities of these entities are conducted
lawfully and efficiently, and (2) to recommend measures for improving the
functioning and accountability of these organizations which are intended to
serve the public interest.

The Grand Jury reviews and evaluates performance, procedures, methods, and systems
utilized by these entities to determine whether more efficient and economical programs
may be employed. This includes inspecting and auditing books, records, and financial
expenditures to ensure that public funds are properly accounted for and legally spent.

Given the California budget crisis and the suspected ripple effect this crisis would have
on the counties’ and cities’ budgets in California, the Grand Jury embarked on an
informational quest to review and understand the Monterey County budget and budget

process. The Grand Jury, as stated in the Monterey County Civil Grand Jury Procedure
Manual, may:

......... review all Operational Audits, including the annual County Budget,
conducted by the Auditor’s Office, or a contractor to that office and the
results of this review may become part of the Grand Jury Report. A formal
investigation of operational audits and the annual County Budget should
be conducted, by reviewing the documents, interviewing auditors, and
calling other witnesses and experts as necessary in order to make possible
recommendations, for follow up actions by the County functions.”

A copy of the 547 page 2003-2004 Final Budget was received and is divided into almost
100 budget units. In accumulating and requesting the necessary initial information and

data, the committee was benefited by the vast expertise in budget analysis of one of its
members.

As the Grand Jury looked through the various budget units, certain items of concern
surfaced:
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= The Board of Supervisors approved $20 million over the amount recommended
by the County Administrative Office (CAO), without an obvious explanation;

= Most budget unit salaries for the previous two years were under-budget, but
overtime costs were either over-budget or not budgeted at all; and

= The numbers of positions have been decreasing over the past two years in

service related departments, but are increasing in revenue generating
departments.

Interviews revealed:
= Potential fraud and abuse of systems due to lack of internal controls;
= Insufficient number of auditors resulting in potential loss of revenue;
* Revenue producing departments favored over service departments;
= No formal reserve policy;

=  No cash reserve;

= An archaic financial computer system that is maintained by one person. Formal
vendor support will not be provided after July 2005 due to product obsolescence;

= Inadequate cash flow forecasts;
* No strategic plan;

» No long range plan; and

= No performance measures.

Documents revealed:

» There have been serious findings by external audiiors, some of which are repeat
findings that still have not been resolved; and

* Impaired assets from Natividad Hospital ($30M) are basically uncollectible.

In October 2003, the CAO presented a three-year financial forecast to the Board of

Supervisors indicating a General Fund gap of approximately $40 million over the next
two fiscal years.

in November 2003, the CAO provided budget target scenarios for FY 2004 — 05 to
Department Heads ranging from $42.4 to $44.6 million in reductions.

In January 2004, the Board of Supervisors held a four-day budget workshop to review

and discuss the departments’ reduction plans and to assess the target reduction for
each department.
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Many departments had been tasked with cutting their net County cost (expenses less
any offsetting revenues taken in) by as much as 60%. Non-revenue generating
departments could only cut staff, reducing the amount of services they could provide, not
only to the County government, but to the citizens as well. As many as 172 layoffs were

considered, but, in the end, there were only 17 actual layoffs due to transfers and the
deletion of unfilled positions.

With the loss of positions, the County also loses the experience of the past and
consistency of effort. The Risk Management position was eliminated at the end of the
2002-2003 fiscal year and the responsibility given to the Assistant County Administrative
Officer. The Safety Officer position was absorbed by a budget analyst in the Department
of General Services. And now, the County Administrative Officer has announced her
retirement as of the end of this calendar year.

What better time to ensure that the County is doing the best we can with what it has?

While reviewing previous Grand Jury reports, specifically the 2002 Grand Jury Report,
(page 22) the Grand Jury stated:

When attempting to understand a large multi-faceted government budget, the reader
may want answers to several simple broad questions such as:

= What is the specific purpose of a particular budget item?
=  What benefits to the public are expected to result from these expenditures?

» How will the public know if these expenditures produce acceptable results as
acceptable costs?

The Grand Jury finds that the County’s annual published budget does not
adequately address these questions. The budget process and published

information needs to provide visibility to projects and programs within
departments.. ...

While the Grand Jury has several suggestions to improve the process, it is not
practical to propose detailed recommendations without the use of experts.
Therefore, the Grand Jury recommends an operational audit of the County
budget process, with detailed recommendations for final approval by the
Board of Supervisors. (Bold added for emphasis)

The recommendations of the 2002 Grand Jury (page 23 of the 2002 report) were:

The 2002 Monterey County Civil Grand Jury recommends that an operational
audit of the budget process be made (consider the use of the County Auditor or
an independent consultancy) with the following goals in mind:

1. Improving clarity—i.e. making it simpler for people to see how the money is
being spent and to visualize the impact of cutback.

2. Identifying performance measures—allowing the public to see whether the
funds are being spent efficiently.
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The Auditor/Controller agreed with the recommendation and the Board of
Supervisors stated the recommendation would be implemented.

With the information uncovered by the Grand Jury, the lack of transparency in the
budget and its complexity, difficulty obtaining data, and previous Grand Jury reports,
particularly the 2002 Civil Grand Jury Report, this Grand Jury considered obtaining the
services of an independent expert that would not only validate our findings, but to make
recommendations, just as the 2002 Civil Grand Jury recommended and the Board of
Supervisors agreed to implement. After all, it appears this was the worst of times that
turned into better than we thought. The County had predicted they would end up with $0
in the General Fund, or worse, as a year-end fund balance, but finished with $9.6M. It
became apparent that having an outside expert with a background in governmental
agency audits would narrow the committee’s learning curve and would ultimately benefit

Monterey County. Thus the Grand Jury sought professionals that have assisted other
Grand Juries in this type of work.

When circumstances warrant, the Grand Jury is allowed to request the services of an
expert. According to Penal Code Section 926 “If, in the judgment of the grand jury,
the services of one or more experts are necessary for the purposes of 925, 925a,
928, 933.1 and 933.5 or any of them, the grand jury may employ one or more
experts, at an agreed compensation, to be first approved by the court.”

The Grand Jury had received a general solicitation letter from an accountancy firm that
specializes in conducting management audits and budget analyses of county and city
departments, special districts, school districts and redevelopment agencies and had
been retained by 55 Grand Juries in 19 counties of California since 1980. The Foreman,
Foreman Pro Tem and the Audit Chairperson each called 10 of the listed references, as
well as contacting other firms. However, other firms contacted were unable to conduct
the type of audit we were requesting or were already engaged during our requested
timeframe. Therefore, we invited Harvey M. Rose Accountancy Corporation to give the
Grand Jury a presentation. The scope of the audit was discussed, a proposal was
requested and the fee was negotiated. The proposal was approved by the Grand Jury
and the Court. The Board of Supervisors was informed. The Harvey M. Rose
Accountancy Corporation was retained to conduct an audit to analyze the Monterey
County Budget and Budget Process.

The scope of the audit was to determine:

» [f the adopted budget reflects the policies, goals and objectives established by
the Board of Supervisors;

» |f the process of creating the budget is efficient and involves sufficient analysis to
identify the most cost-effective use of resources;

= |f the budget process fosters management accountability;

» |f information provided to the Board of Supervisors at budget time, and

throughout the year facilitates rational budgetary decision-making and
performance monitoring; and

= |If opportunities exist to use existing resources more effectively, such as reducing
unnecessary budgeted expenditures or increasing available resources.

Once the field work was concluded, a draft report was issued to the departments

involved. They were given significant opportunities to comment on the factual
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correctness of the report. Additionally, exit conferences were held with officials from the
Auditor-Controller's Office, the Sheriff's Office, and the County Administrative Office to
discuss in detail any other issues. Departments were invited to respond formally to
Harvey M. Rose Accountancy Corporation regarding the process itself. Responses were
favorable to the recommendations. However, one response was critical of the selected
firm and the Grand Jury process itself.
With the economic downturn and loss of State funding, it is important for state, county
and city governments to be more efficient. It is the goal of the Grand Jury to produce a
tool to assist the County in being more efficient and making the reporting of the budget
less onerous, easier to understand and transparent.
It is the intent of the 2004 Civil Grand Jury, as it was the intent of the 2002 Civil Grand
Jury, to have all departments consider this audit to be a working tool for the betterment
of Monterey County, even though one department viewed the report without objectivity.
PROCEDURE/METHODOLOGY
The Harvey M. Rose Accountancy Corporation interviewed:

= Members of the Board of Supervisors

= Employees from the County Administrative Office

» Officials from the Auditor-Controller Department

» Officials from the Treasurer-Tax Collector Office

= Officials from the Assessors office

= Officials from the Sheriff's office

= Officials from the District Attorney’s office

» Employees from the Department of Planning and Building Inspection

= Employees from select departments

* Management staff throughout the County

In addition to being present at all Harvey M Rose Accountancy Corporation interviews
with policy level decision-makers, members of the Grand Jury also interviewed:

= Officials from the Auditor-Controller's Office
»  Officials from the Treasurer-Tax Collector's Office
» Members of the Board of Supervisors

s Officials from the Sheriff’s Office
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Department Heads

Members of the Grand Jury reviewed:

Excerpts from 1988 Grand Jury Report regarding an independent audit for
fiscal year 1986-1987

Excerpts from 1996 Grand Jury Report regarding Governing and Managing
Monterey County

COUNTY OF MONTEREY COMPREHENSIVE ANNUAL FINANCIAL
REPORT for the fiscal year ended June 30, 2002

2002 Monterey County Civil Grand Jury Final Report and responses.
Auditor/Controller Core Mission, Mandates, Services and Reduction Impacts

Performance Measures for Auditor/Controller and Treasurer-Tax Collector for
2002-03 and 2003-04

COUNTY OF MONTEREY Management Report for Year Ended June 30,
2003

COUNTY OF MONTEREY STATE OF CALIFORNIA COMPREHENSIVE
ANNUAL FINANCIAL REPORT for fiscal year ended June 30, 2003

Reviewed County Finances Report given by officials from the Treasurer-Tax

Collector’s office to the Monterey County Board of Supervisors January 13,
2004

Response to 2003 Grand Jury Report dated February 24, 2004

2003-2004 MIDYEAR FINANCIAL REPORT presented to Monterey County
Board of Supervisors on March 9, 2004

MOODY'S INVESTORS SERVICE CREDIT RATING REVIEW
(HIGHLIGHTS) for County of Monterey presented by Treasurer-Tax Collector
and Auditor-Controller to the Board of Supervisors on May 4, 2004.

COUNTY OF MONTEREY RECOMMENDED BUDGET fiscal year ending
June 30, 2004

COUNTY OF MONTEREY FINAL BUDGET fiscal year ending June 30, 2004

Memorandum from County Administrative Officer for Monterey County
regarding Budget Process

FY 2004-2005 Department Reduction Proposal Summary Totals

FY 2004-05 Budget Calendar of Critical Paths and Decision Points October
2003 through June 2005
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BACKGROUND AND DISCUSSION

At the time the 2004 Grand Jury was seated, the County was facing a $41M budget
deficit in the 2004-2005 Fiscal Year, and the County was conducting Budget Hearings
asking the departments to cut as much as 60% of their net county cost.

Members of the Grand Jury reviewed the 2003-2004 Recommended and Final Budget
and a copy of the Annual Financial Audit performed by Bartig, Basler and Ray for Fiscal
Years ending June 30, 2002 and June 30, 2003. In reviewing these documents, several
concerns were noted:

A. Actual salaries in several budget units (BU) were under budget, but overtime costs
were either not budgeted or under budgeted.

An example of overtime not being budgeted is Budget Unit 501, Social Services:

2001-02, BU 501 had an actual salary expenditure of $23.1M.
2002-03 the approved budget was $28.3M.
2002-03 only $24.8M was spent.

BUT 2001-02 and 2002-03, $260K was spent in overtime, none of which was
budgeted.

An example of overtime being under budgeted is Budget Unit 230, Public Protection:

2001-02 had an actual salary expenditure of $14.1M.
2002-03 approved budget was $15.4M.
2002-03 $15M was spent in salaries.
BUT 2001-02 overtime cost for BU 230 was $1.9M against a budget of $831K.
2002-03 overtime cost for BU 230 was $1.7M against a budget of $831K.

Another example of overtime being under budgeted is Budget Unit 251, Detention and
Corrections:

2001-02 had an actual salary expenditure of $10.7M.
2002-03 approved budget was $11.8M.
2002-03 $12M was spent in salaries.
BUT 2001-02 overtime cost was $2.5 M against a budget of $746K.
2002-03 overtime cost was $2.3 M against a budget of $746K.

B. Positions in service budget units were cut, but positions in revenue making budget
units were increased:

Environmental Health positions were cut from 72 to 63.
Sheriff's Department was cut from 265 to 246.

Social Services was cut from 716 position in 01-02 to 685 in 03-04.
BUT Animal Services increased by 5.5 positions.

Parks department increased by 1 position.
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C. The overall Monterey County General Fund Budget:

2001-02 had an actual expenditure of $621.4M.
2002-03 the budgeted amount was $602.9M.
2002-03 $521.9M was spent.
2003-04 departmental requests were $567.8M.
2003-04 County Administrative Office recommended $552.7M.
BUT 2003-04 Board of Supervisors approved $20M over the amount recommended
by the CAO AND $4.2M over what was requested.

In thirteen instances the Board of Supervisors approved more than the amount
recommended in 2003-04:

Budget Unit Department Increase %
165 Capital Management $998,149 12%
166 Facilities Projects $1,839,871 226%
172 Facilities Master plan Implementation $15,261,401 23%
286 FEMA Disaster Assistance $141,629 74%
287 Inclusionary Housing $326,036 40%
297 Fish and Game Propagation $6,664 17%
435 Emergency Services Reimbursement $193,470 13%
510 Community Services Administration $10,633 2%
574 Community Development Reuse $127,632 27%
576 Revolving Loan Program $341,021 25%
611 County Library $666,879 13%
808 Master Plan COP’s $375,053 8%
850 Other Financing Uses $204,930 1%

Two instances in which the Board of Supervisors recommended less:

Budget Unit Department Decrease %
184 Fort Ord Reuse $369,551 35%
941 Monterey County Redevelop Castroville $122,681 11%

D. Areview of the external audit by Bartig, Basler & Ray for fiscal year ending June 30,
2003, revealed that Monterey County has not adopted a formal reserve policy nor
have funds been reserved for contingencies. Operational issues at Natividad
Medical Center continued to worsen, including an outdated infrastructure and
inefficient billing practices, and that the impaired assets are basically not collectible.
Additionally, a management report from the same firm under a separate cover
revealed weaknesses that have been addressed in previous audits, such as:
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1. Implementing a process to review current operating and closing procedures.
This was addressed last year and only partially implemented.

2. Payroll/Personnel Functions need to be separated by putting the duties of the

personnel functions in the Human Resources department. This has not been
implemented.

3. There is no Hardware Failure Contingency Plan in order to be able to continue to
process financial activity while the hardware is being repaired or modified or
worse.

Even with these repeat findings, there were still reconciliation issues as of June 30,
2003, that should have been corrected prior to the audit. For example, there were three
accounts that should have had credit balances that were showing debit balances, and
the payroll account has not been reconciled since 1992.

Since the Harvey M. Rose Accountancy Corporation’s Analysis of the Monterey
County Budget and Budget Process complemented the work that the Grand Jury

had already done, the Grand Jury voted to accept the report in its entirety and

adopt its findings and recommendations, with one additional finding and
recommendation.

The findings and recommendations appear in this Grand Jury report in summary

form and in detail in the Harvey M Rose Accountancy Corporation’s report that
immediately follows.

FINDINGS
Section 1. Board of Supervisors’ Committee Structure
1. The Board’s Committee structure and oversight functions could be strengthened.

2. The Auditor-Controller and Treasurer-Tax Collector should be formally integrated into
the Board'’s financial management processes.

3. CAO staffing levels are too low to effectively provide committee support.

4. The Auditor-Controller should independently report to the Board on department
performance.

Section 2. Linking Budget and Financial Management

1. The County has not developed a process to ensure that there is independent
reporting on finances.

2. The Auditor-Controller has low staffing levels and is not equipped to provide

quarterly financial status reports, annual fund balance analyses or revenue
projections.
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3. The Board of Supervisors feels it does not have the tools or training necessary for

making budget and financial decisions.

Section 3. Fund Structure and Reserves

1.

The County has not developed a strong fund structure.
»  The first two Internal Service Funds were established in FY 2004-2005. No

Internal Service Funds for vehicles, equipment or information technology.
= |nsurance Reserves

= Equipment Reserves
» [nformation Technology Replacement
»  County has 20 Special Revenue Funds, but many are not descriptive
= Health and Welfare Fund
» Department Special Revenue Fund
» Restricted Revenue Fund
»  Capital project funds are not rationally programmed.

The County has not developed comprehensive reserve policies.
= No contingency reserve policy

* No general liability self-insurance reserve policy

= No vehicle replacement reserve policy

* No information technology reserve policy

The County has historically maintained a large unreserved fund balance that is
informally set by the County Administrator.

Section 4 Financial Management Information Systems

1.

The County’s financial systems do not provide data or information at a detailed
enough level for effective decision-making, do not provide timely or flexible financial
reporting, and lack basic internal controls.

Departments have created informal parallel financial systems and manual processes
to compensate for the weaknesses in the County’s financial systems.

The County has increased the risk of poor decision-making increasing the likelihood
that poor decisions will materially impact department or County operations.

Section 5 Revenue and Expenditure Budgeting

1.

Annual variances between the recommended budget and actual results of operations

have been significant in recent years, despite generally good methods. [Table 5.1,
page 54 of HMR report]

in FY 2004-05, the County has budgeted approximately $46.5 million for budget
uncertainty and future expenses, but this information is not transparent. [Table 5.2,
page 56 of HMR report]

Expenditure projections are reliable, with the exception of a few departments that
receive offsetting revenues.
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4. Revenue projections have deviated from budget by an average of 5.2% over three
years, primarily in general tax accounts. [Table 5.5, page 61 of HMR Report]

5. Performance data is inconsistently reported and variable.

Section 6 Sheriff-Coroner-Public Administrator

1. The Sheriff's Department’s estimates of expenditures and revenues are generally
reliable and a commendable effort is made by the Sheriff to monitor and control both.

2. Sheriff's Department management has not developed a detailed staffing plan or relief
factor analysis based on well-developed industry standards, making an assessment
of the reasonableness of staffing expenditures difficult.

3. The allocation of Proposition 172 Public Safety Sales Tax, a concern of the Sheriff, is
reasonable.

4. State Criminal Alien Assistance Program (SCAAP) funds should be treated as
ongoing revenue and budgeted in the Sheriff's Department.

Section 7 Planning and Building Inspection

1. The budget process and document do not provide a basis to determine whether the
budget reflects County and Department policies, goals and objectives.
= Position reductions reflected hiring freeze vacancies
» Customer service impacts not recognized in the budget
= Fees are not clearly linked to costs (e.g. code enforcement)

2. Revenue and expenditures are budgeted and traced at a high level so management
accountability is weakened.

3. The budget does not provide a mechanism to monitor department performance.

ADDITIONAL FINDING: The amount of data and the complexity of the budget are
onerous.

RECOMMENDATIONS
Section 1. Board of Supervisors Committee Structure
The Board of Supervisors should:

1.1 Convene a workshop to consider its committee structure and processes. At a
minimum, the Board should:

* Rename and clarify the role of the Budget Planning Committee;
» Formally add the Auditor-Controller and Treasurer-Tax Collector as nonvoting

members of the Budget Planning Committee;
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1.2

1.3

1.4

» Establish three new committees for (a) Public Safety; (b) Children, Families
and Social Services; and (c) General Government and Infrastructure
Management;

= Create a formal decision-making process and hierarchy that is integrated with
the revised committee structure, as described in this report; and,

= Establish a formal process to strategically plan and evaluate program
performance.

Direct the County Administrative Officer to develop a recommended staffing plan

for providing committee support, based on the revised structure and processes

developed by the Board. Our assessment indicates that a minimum of one

professional level staff position in the County Administrative Office would be

required.

Request the Auditor-Controller to report on the staffing needs and costs
associated with the development of an expanded internal audit and performance
review program. Our assessment indicates that a minimum of an additional three
professional staff level positions would be required to accomplish this objective,
supplemented by periodic contract specialists.

Develop a two year plan for implementing committee restructuring and process
improvements, including funding the required staff resources in the County
Administrative and Auditor-Controller offices.

Section 2 The Link Between Budgeting and Financial Management

The Board of Supervisors should:

2.1

2.2

2.3

2.4

25

Request the Auditor-Controller to submit quarterly financial status reports,
including year-end estimates of revenues, expenditures, and fund balance, with
explanations of any material budget variances.

Request the Auditor-Controller to annually review and submit a report on fund
balance estimates and revenue projections assumed in the Recommended
Budget, and report back to the Board on any variance between budgeted and
actual year-end fund balance.

Approve an increase in staffing in the Auditor-Controller’s Office by one full-time
equivalent (FTE) Accounting Analyst position to prov1de interim financial
reporting to the Board of Supervisors.

Request the Auditor-Controller provide a governmental finance training program
for the Board of Supervisors commencing in FY 2004-05.

Develop topics that represent critical issues for the County of Monterey and the
Board of Supervisors for two special study sessions each fiscal year, beginning
in FY 2004-05, and request the Auditor-Controller to develop training material
and facilitate these study sessions.
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The Auditor-Controller should:

2.6

2.7

2.8

2.9

2.10

Prepare and submit quarterly financial status reports, including year-end
estimates of revenues, expenditures, and fund balance, for all County
departments, the General Fund, and all other major funds, with explanations of
any material budget variances.

Annually review and submit a report on fund balance estimates and revenue
projections assumed in the Recommended Budget and report back to the Board
on any variance between budgeted and actual year-end fund balance.

Submit to the Board of Supervisors a request for an increase in staffing in the
Auditor-Controller's Office by one FTE Accounting Analyst position and the
necessary supplemental appropriation to fund the position.

Develop and provide a governmental finance training program for the Board of
Supervisors commencing in FY 2004-05.

Develop two special study sessions each fiscal year, beginning in FY 2004-05,
on select topics that represent critical issues for the County of Monterey, as
requested by the Board of Supervisors.

The Board of Supervisors should direct the County Administrative Officer to:

2.11

2.12

ldentify sufficient ongoing funding for one FTE Accounting Analyst position in the
Auditor-Controller’s Office.

Include on the annual budget calendar, meetings with and reports from the
Assessor-County Clerk-Recorder and Treasurer-Tax Collector.

Section 3 Fund Structure and Reserve

The Board of Supervisors should:

3.1

3.2

With the Auditor-Controller and County Administrator, convene a working group
to establish stronger accounting and budget structures within the County. The
primary goals of this group should be to:

= Establish clear linkages between the Comprehensive Annual Financial
Report (CAFR) and the Budget;

» Improve budget and financial reporting transparency;

» Create internal service funds for the purpose of managing vehicles,
equipment and information technology needs; and,

= Create well-defined special revenue funds for the receipt and disbursement of
legaliy restricted sources of revenue.

Request the Auditor-Controller to report on the balances included in the Health
and Welfare, Departmental and Restricted Revenue special revenue funds and

32



the Facilities Master Plan Implementation and Capital Projects Management
capital projects funds, and, with County Counsel, define the legal restrictions on
the use of these funds.

3.3 Transfer any available special revenue funds and capitél project funds into the
General Fund for appropriation.

3.4  Establish General Fund contingency and emergency reserve policies.

3.5 Formalize a process for establishing capital project needs and funding
schedules.

3.6 Revise the surplus fund balance policy to require that General Fund surplus fund
balance be deposited into a General Fund contingency reserve rather than a
capital projects fund.

3.7 Establish and/or formalize prudent self-insurance, vehicle, equipment and
information technology reserve policies and strategies.

Section 4 Financial Management Information Systems

The Auditor-Controller should:

4.1 Develop a staffing proposal and a plan with project deliverables for conducting
financial management information systems needs assessment, including the

financial accounting, budget, and human resources/payroll systems,
commencing in FY 2004-05.

The Board of Supervisors should:

4.2 Consider the Auditor-Controller's staffing proposal and approve a reasonable

plan for moving forward with a financial management information systems needs
assessment.

4.3 Identify, in coordination with the County Administrator, funding sources for the
needs assessment and approve a supplemental appropriation for such purposes.
Sources of funds could include the $800,000 capital projects contingency and
any excess fund balance that has not been budgeted in FY 2004-05.

4.4 Establish an Information Technology Internal Service Fund and an Information
Technology Reserve to be funded from departmental depreciation charges after
the acquisition of new financial management information systems.

Section 5 Revenue and Expenditures Budgeting

The Board of Supervisors should direct the County Administrator to:

5.1 Annually present a summary analysis of budget performance by major fund,
department and discretionary revenue source in the budget message and
Executive Summary. The purpose of this analysis would be to provide the Board
of Supervisors with the information necessary to target problem areas (such as
Medical Care Services Department and Sheriff's Department overruns), quickly
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5.2

5.3

5.4

5.5

5.6

grasp uncertainties regarding budget forecasts, and develop appropriate
strategies for the accumulation of reserves.

Initiate a performance management program that is linked to the budget and
measurable program goals. The County should set an objective of establishing a
well developed performance management program within three to five years.

Formalize analytical methodologies to be used for projecting major discretionary
revenues, and establish a process for updating these methodologies as laws are
changed and new information becomes available.

Create analytical redundancy for projecting discretionary resources, by formally
integrating independent analyses of major revenues in the offices of the
Assessor-County Clerk-Recorder, the Treasurer-Tax Collector and the Auditor-
Controller.

As funds become available, consider establishing an additional reserve to offset
any potential deficit that might occur either because the Medical Care Services
Department is unable to control costs at the budgeted level or the Health
Department is not successful at qualifying the primary care clinics under FQHC.

For FY 2004-05, avoid forced surplus using mechanisms of convenience such as

~ hiring freezes and develop budget reduction strategies that are linked to service

priorities.

Section 6 Sheriff-Coroner-Public Administrator Departrhent

The Board of Supervisors should:

6.1 Reconsider its policies related to the allocation of SCAAP funds as one-time
resources. A more appropriate policy may be to recognize SCAAP as an
ongoing revenue source used to offset the Sheriff's Department Net County Cost.

6.2 Direct the County Administrator to work with the Sheriff to identify $693,435 in
cost savings or revenue increases to replace the estimated Booking Fee revenue
that will be lost due to the State’s budget action.

The Sheriff should:

6.3 Direct Sheriff's Department command staff to develop a comprehensive staffing
plan and relief factor analysis. Guidelines and models for developing these
management tools are available from the State Board of Corrections, the NIC
and the NIJ.

6.4

Base the FY 2005-06 budget proposal to the County Administrator on the staffing
plan and comprehensive analysis of the Sheriff's Relief Factor.

Section 7 Planning and Building Inspection Department

The Board of Supervisors should direct the County Administrator to ensure that the
Department of Planning and Building Inspection:
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7.1

7.2
7.3
7.4

Develop an accounting structure in coordination with the Auditor-Controller that
meets departmental management’s needs.

Continue to implement and refine the time tracking system.
Develop performance measures that link departmental activities to the budget.

Develop a formal model to analyze and estimate departmental revenues.

The Board of Supervisors should direct the County Administrative Officer to:

7.5

Include all programmatic and service impacts in the Recommended Budget
document.

Additional Recommendation: Consider implementing a “zero” based budget to make

it more transparent and easier to understand

RESPONSES REQUIRED

Monterey County Board of Supervisors

Section 1: Recommendations 1.1 through 1.4
Section 2: Recommendations 2.1 through 2.5, 2.11 through 2.12
Section 3: Recommendations 3.1 through 3.7
Section 4: Recommendations 4.2 through 4.4
Section 5: Recommendations 5.1 through 5.6
Section 6: Recommendations 6.1 through 6.2
Section 7: Recommendations 7.1 through 7.4

Additional Recommendation

Date Due: April 4, 2005

Monterey County Auditor-Controller

Section 2: Recommendations 2.6 through 2.10
Section 3: Recommendation 4.1

Date Due: March 3, 2005

Monterey County Sheriff:

Section 6: Recommendations 6.3 through 6.4

Date Due: March 3, 2005

Responses to the Recommendations shall be addressed to the Presiding Judage of

the Superior Court of California, County of Monterey as noted on page iv of this

report.
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Analysis of the Monterey County
Budget and Budget Process

CONFIDENTIAL: We request that the report and its contents be
kept confidential until such time as it is released by the 2004
Monterey County Civil Grand Jury.

Prepared for the

2004 Monterey County Civil Grand Jury

By the

Harvey M. Rose Accountancy Corporation
1390 Market Street, Sutte 1025
San Francisco, CA 94102
(415) 552-9292

September 14, 2004
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September 14, 2004

Steven Hillyard, Foreperson

Dee Angelakis, Audit Committee Chair

Members of the 2004 Monterey County Civil Grand Jury
240 Church Street, North Wing, Room 318

Salinas, CA 93901

Dear Mr. Hillyard, Ms. Angelakis and Members of the 2004 Monterey County Civil
Grand Jury:

The Harvey M. Rose Accountancy Corporation is pleased to present this Analysis of the
Monterey County Budget Process, performed under authority granted by California Penal
Code Section 925 and Section 926. In accordance with the work plan authorized by the
Civil Grand Jury, this study reports on our assessment of the budget development and
decision-making processes; analyzes major revenues and expenditures as determined by

the Civil Grand Jury; and examines the County's fund balances and reserve contribution
practices.

The report includes seven sections, with recommendations pertaining to the Board of
Supervisors' committee structure, links between the County's budgeting and financial
management, the fund structure and use of reserves, financial management information
systems, general revenue and expenditure budgeting, and analyses of the FY 2004-05
budgets of the Sheriff's Department and Planning and Building Inspection Department.
The County Administrator, Auditor-Controller, Sheriff and Planning and Building
Inspection Department Director have been invited to provide written responses to this

report. We have requested that those responses be completed and submitted by no later
than September 24, 2004.

Thank you for this opportunity to serve the 2004 Monterey County Civil Grand Jury.

Should you require additional assistance during your term, please don't hesitate to contact
us.

Respectfully submitted,

Harvey M. Rose, CPA
President
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Executive Summary

The Harvey M. Rose Accountancy Corporation (HMR) has been retained by the 2004 Monterey
County Civil Grand Jury to conduct an analysis of the Monterey County budget and budget
process. The purpose of this analysis has been to determine if the Monterey County budget
process could be improved to provide more useful information to County decision-makers,
managers and the public and to instill greater accountability among County managers.
Additionally, the analysis included a review of County assumptions and estimates of
expenditures, major sources of revenues and reserves for the future to determine if opportunities
exist for improving the County’s financial and budgetary position. The work plan included:

e A preliminary survey intended to provide staff with an understanding of the County’s
budgetary process and the basis for identifying areas requiring more in-depth review.

e Field work activities which included: (a) interviews with managers, supervisors and staff;
(b) a further review of documentation and other materials provided by the County
Administrative Office and other departments; and (c) analyses of data and information
collected manually and from the County’s automated systems and records.

® A more in-depth review of budget preparation performed at the department level.

e A focus group with fiscal officers from other departments to obtain further input into the
County’s processes.

® The preparation and delivery of draft and final reports.

In total, the report includes seven findings and 42 recommendations to improve the Monterey

County budget and budget process. These findings and recommendations are summarized
below.

1. Board of Supervisors’ Committee Structure

The Monterey County Board of Supervisors has established five committees that consider
matters related to the management of the County. Key among these are (a) the Budget Planning
Committee, (b) the Legislative Committee, and (c) the Health Committee. In FY 2003-04, the
full Board of Supervisors periodically met as a committee of the whole to monitor FY 2003-04
revenues and expenditures, and to plan the FY 2004-05 budget.

The Budget Planning Committee performs a significant budget oversight role. In addition to

budget related functions, the Budget Planning Committee also performs many financial, program
and capital projects review activities.

Although the Budget Planning Committee performs these significant responsibilities, its
effectiveness may be diluted by its structure and processes. According to some Board members,
the Committee agenda is generally managed by the County Administrator, and the staff who
support the Committee are also responsible for major budget activities. Committee members
indicate that few formal actions are taken by the Committee, and only action items are reported
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to the full Board. Further, while the Auditor-Controller and the Treasurer-Tax Collector have

recently participated in Committee meetings, the roles of these two key financial managers have
not been formally defined.

The Board of Supervisors should consider modifying its committee structure and processes in
order to strengthen oversight of the County. A more robust committee structure should be
developed and formalized in Board rules to focus attention on a broader array of logical service

groupings. In addition, the County should develop an enhanced internal audit program under the
Auditor-Controller.

It is recommended that the Board of Supervisors:

1.1 Convene a workshop to consider its committee structure and processes. At a minimum,
the Board should:

e Rename and clarify the role of the Budget Planning Committee;

Formally add the Auditor-Controller and Treasurer-Tax Collector as non-voting
members of the Budget Planning Commiittee;

Establish three new committees for (a) Public Safety; (b) Children, Families and
Social Services; and (c) General Government and Infrastructure Management;

Create a formal decision-making process and hierarchy that is integrated with the
revised committee structure, as described in this report; and,

Establish a formal process to strategically plan and evaluate program performance.

1.2 Direct the County Administrator to develop a recommended staffing plan for providing
committee support, based on the revised structure and processes developed by the Board.
Our assessment indicates that a minimum of one professional level staff position in the
County Administrators Office would be required.

1.3 Request the Auditor-Controller to report on the staffing needs and costs associated with
the development of an expanded internal audit and performance review program. Our
assessment indicates that a minimum of an additional three professional staff level

positions would be required to accomplish this objective, supplemented by periodic
contract specialists.

1.4 Develop a two year plan for implementing committee restructuring and process
improvements, including funding the required staff resources in the County
Administrator and Auditor-Controller offices.

There would be no cost to implement a revised committee structure and processes. New staff for
the County Administrator and the Auditor-Controller would be required, based on the committee
structure considered appropriate by the Board. At a minimum, we believe the County
Administrator should receive one additional staff analyst and the Auditor-Controller should

receive three internal auditor positions. At this staffing level, the County would incur additional
annual costs of $385,587.
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The Board would be better able to manage its workload and decision-making processes,
consistent with practices in many other California jurisdictions. In addition, the Board would be
provided with the self-direction and resources necessary to monitor the County’s budget and
finances, and strategically plan and evaluate program performance.

By increasing its level of oversight, and creating sufficient staff resources in the County
Administrator's Office and the Auditor-Controller's Office, the Board of Supervisors would be
better able to identify opportunities to increase efficiencies and improve services in the County.
Based on the experience of other jurisdictions with well developed committee structures and
internal audit functions, the incremental cost of providing these enhanced services would be
more than offset from increased revenues and cost savings.

2. The Link Between Budgeting andA Financial Management

The budget process is inherently connected to a governmental agency’s financial management.
Budgets set public policy, control an agency’s taxing and spending, and provide a financial
planning tool for an agency’s decision makers and managers. In Monterey County, several
weaknesses related to the communication of financial data and information which link the budget
process to financial management were identified.

The Auditor-Controller does not take an active role in reporting on the County’s financial status
to the Board of Supervisors. The Auditor-Controller, as an elected official independent of the
budget preparation process, has a higher degree of independence and objectivity, as well as
technical expertise, which provides greater assurance of the financial integrity, including
accuracy and completeness, of the data and information presented. Thus, the Auditor-Controller
should be preparing and providing to the Board of Supervisors quarterly financial status reports

as well as an annual report on fund balance estimates and revenue projections assumed in the
Recommended Budget.

Members of the Board of Supervisors expressed several reservations with the budget process and
their understanding of the County’s budgetary and financial issues. It is critical that the Board of
Supervisors have the tools for making budget and financial decisions, including a competent
understanding of government finance. To improve the Boards understanding of government
finance, the Auditor-Controller should develop a governmental finance training program for the
Board along with special study sessions on critical issues commencing in FY 2004-05.

It is recommended that the Board of Supervisors:

2.1 Request the Auditor-Controller to submit quarterly financial status reports, including year-

end estimates of revenues, expenditures, and fund balance, with explanations of any
material budget variances.
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2.2

2.3

24

2.5

Request the Auditor-Controller to annually review and submit a report on fund balance
estimates and revenue projections assumed in the Recommended Budget and report back to
the Board on any variance between budgeted and actual year-end fund balance.

Approve an increase in staffing in the Auditor-Controller’s Office by one FTE Accounting
Analyst position to provide interim financial reporting to the Board of Supervisors.

Request the Auditor-Controller provide a governmental finance training program for the
Board of Supervisors commencing in FY 2004-05.

Develop topics that represent critical issues for the County of Monterey and the Board of
Supervisors for two special study sessions each fiscal year, beginning in FY 2004-05, and

request the Auditor-Controller to develop training material and facilitate these study
sessions.

The Auditor-Controller should:

2.6

2.7

2.8

2.9

2.10

Prepare and submit quarterly financial status reports, including year-end estimates of
revenues, expenditures, and fund balance, for all County departments, the General Fund,
and all other major funds, with explanations of any material budget variances.

Annually review and submit a report on fund balance estimates and revenue projections
assumed in the Recommended Budget and report back to the Board on any variance
between budgeted and actual year-end fund balance.

Submit to the Board of Supervisors a request for an increase in staffing in the Auditor-
Controller’s Office by one FTE Accounting Analyst position and the necessary
supplemental appropriation to fund the position.

Develop and provide a governmental finance training program for the Board of Supervisors
commencing in FY 2004-05.

Develop two special study sessions each fiscal year, beginning in FY 2004-05, on select

topics that represent critical issues for the County of Monterey, as requested by the Board
of Supervisors.

The Board of Supervisors should direct the County Administrator to:

2.11

212

Identify sufficient ongoing funding for one FTE Accounting Analyst position in the
Auditor-Controller’s Office.

Include on the annual budget calendar, meetings with and reports from the Assessor-
County Clerk-Recorder and Treasurer-Tax Collector.

These recommendations would result in approximately $104,000 in additional costs due to the
increase in staffing of one Accounting Analyst position in the Auditor-Controller’s Office.
However, because these findings would shift the primary responsibility of reporting on financial

42



status from the CAO to the Auditor-Controller’s Office, staffing resources in the CAO may be
eventually reallocated to other activities. The fiscal officers participating in the focus group as
part of this audit expressed concern that individual CAO budget staff were assigned too many
departments and were overburdened. Thus, these recommendations would reduce CAO workload
and would allow more effective deployment of staff resources. While there would be no direct
reduction in costs, the benefits of the above recommendations include an improved decision-
making process, increased financial control, and stronger financial management.

3. Fund Structure and Reserves

Monterey County has not established a strong fund structure or developed comprehensive
reserve policies that are linked to the budget. For example, the County did not establish an
Internal Service Fund (ISF) to account for self insurance assets and liabilities until FY 2004-05,
after there was an actuarially determined unfunded liability of over $18.5 million. Also, the
Board of Supervisors has not adopted a formal General Fund contingency reserve policy.
Further, the County has not established sufficient reserves for funding vehicle, equipment or
information technology needs.

Because the County has not maximized its use of the fund structure and reserve funding is
insufficient, the County is exposed to financial and operational risks that might otherwise be
avoided. In a significant current example, the County’s financial, budget and human resource
information systems require significant upgrade or replacement, and the financial system will no
longer receive technical support from the vendor in FY 2004-05. Because the County had not
built a reserve for the eventual replacement of these systems, the Information Technology
Department must commit significant in-house resources to support the systems and create
patchwork functionality that is commonly available in modemn systems. Further, during these

more difficult financial times, system upgrade or replacement strategies must compete with other
current needs in the County.

The Board of Supervisors should:

3.1 With the Auditor-Controller and County Administrator, convene a working group to

establish stronger accounting and budget structures within the County. The primary goals
of this group should be to:

Establish clear linkages between the CAFR and the Budget;
» Improve budget and financial reporting transparency;

* Create internal service funds for the purpose of managing vehicles, equipment and
information technology needs; and,

* Create well-defined special revenue funds for the receipt and disbursement of legally
restricted sources of revenue.

3.2 Request the Auditor-Controller to report on the balances included in the Health and
Welfare, Departmental and Restricted Revenue special revenue funds and the Facilities
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Master Plan Implementation and Capital Projects Management capital projects funds,
and, with County Counsel, define the legal restrictions on the use of these funds.

3.3  Transfer any available special revenue funds and capital project funds into the General
Fund for appropriation.

3.4  Establish General Fund contingency and emergency reserve policies.
3.5  Formalize a process for establishing capital project needs and funding schedules.

3.6 Revise the surplus fund balance policy to require that General Fund surplus fund balance
be deposited into a General Fund contingency reserve rather than a capital projects fund.

3.7  Establish and/or formalize prudent self-insurance, vehicle, equipment and information
technology reserve policies and strategies.

There would be no cost to implement the recommendations, although the County Administrator
and Auditor-Controller would be required to expend staff time and employ other resources to
restructure the budget and accounting systems.

Budget and financial reporting would be more strategically linked. Budget and financial
information would become more transparent to the Board of Supervisors, County managers,
stakeholders and members of the public. The County would be positioned to replace critical
equipment, fixed assets and information systems when required. Some funding may be available

from the County's special revenue funds after a thorough examination by the Auditor-Controller
and County Counsel.

4. Financial Management Information Systems

The County of Monterey does not have the financial management systems in place that provide
useful and timely financial data and information that is necessary for sound financial
management. Systems do not provide financial data and information at a detailed level required
for decision making, do not provide timely or flexible financial reporting, and lack basic internal

control features. The vendor of the County’s financial accounting system will cease vendor
support effective July 1, 2005.

Not only are the existing systems ineffective, they result in increased indirect costs due to the
creation of parallel financial systems by the departments and the development of manual
processes that could otherwise be automated. Additionally, without useful and timely financial
data and information, the County increases poor decision-making and the likelihood that poor
decision-making will materially impact department or County operations.
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The Auditor-Controller should:

4.1 Develop a staffing proposal and a plan with project deliverables for conducting a financial
management information systems needs assessment, including the financial accounting,
budget, and human resources/payroll systems, commencing in FY 2004-05.

The Board of Supervisors should:

4.2 Consider the Auditor-Controller’s staffing proposal and approve a reasonable plan for
moving forward with a financial management information systems needs assessment.

4.3 Identify, in coordination with the County Administrator, funding sources for the needs

assessment and approve a supplemental appropriation for such purposes. Sources of funds
could include the $800,000 capital projects contingency and any excess fund balance that
has not been budgeted in FY 2004-05.

4.4 Establish an Information Technology Internal Service Fund and an Information
Technology Reserve to be funded from departmental depreciation charges after the
acquisition of new financial management information systems.

While the financial cost of implementing new financial management information systems can be
significant, this should not preclude the development of a needs assessment which would address
cost considerations in developing system alternatives. The savings that would be realized by
implementing efficient and effective systems would be substantial, including the reduction of
staff time used for producing parallel financial reports and conducting manual processes.
Further, because financial management information systems are a financial management tool,

new systems would produce better financial and operational management countywide resulting
in hard to identify, but tangible savings.

5. Revenue and Expenditure Budgeting

Monterey County follows standard budget development protocol when compiling the
Recommended Budget. In addition, recommended changes to the base budget have generally
been consistent with broad Board principles after negotiation between the County Administrator
and department managers. This process has been characterized as collaborative and is generally
preferred by Board members, County managers and fiscal officers over other approaches.

However, annual variances between the Recommended Budget and the actual results of
operations have been significant in recent years. General Fund revenue surpluses have ranged
from $19.6 million to $29.0 million over the three years, FY 2001-02 through FY 2003-04.
Spending resulted in a $13.3 million surplus in FY 2001-02, and a $21.8 million and an $8.2
million deficit in FY 2002-03 and FY 2003-04 respectively. Overall, the County has generated
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year-end General Fund surplus of between 1.9 percent and 9.4 percent of operating expenses
during these three years.

In FY 2004-05, the County has budgeted approximately $46.5 million to provide funding for
budget uncertainty and future year expenses. This $46.5 million represents approximately 11.0
percent of the General Fund operating budget of $424.2 million, and does not include nearly
$26.0 million in legally restricted reserves or additional surplus that might result from actual
year-end budget results. For example, financial statement trial balances indicate that the FY

2004-05 Recommended Budget may understate major FY 2003-04 estimated revenues by as
much as $2.6 million.

Although the County should continue to budget conservatively, efforts could be made to improve
analytical precision when projecting major discretionary revenues and certain expenditures.
Further, the County should enhance budget transparency by annually providing summary
analysis of prior year budget performance and available fund balance. By improving analytical
precision and providing the recommended analyses, confidence in the budget will increase and

the Board of Supervisors will be better informed when making critical decisions that affect
services to the community.

The Board of Supervisors should direct the County Administrator to:

5.1 Annually present a summary analysis of budget performance by major fund, department
and discretionary revenue source in the budget message and Executive Summary. The
purpose of this analysis would be to provide the Board of Supervisors with the
information necessary to target problem areas (such as Medical Care Services
Department and Sheriff's Department overruns), quickly grasp uncertainties regarding
budget forecasts and develop appropriate strategies for the accumulation of reserves.

5.2  Initiate a performance management program that is linked to the budget and measurable
program goals. The County should set an objective of establishing a well developed
performance management program within three to five years.

53  Formalize analytical methodologies to be used for projecting major discretionary

revenues, and establish a process for updating these methodologies as laws are changed
and new information becomes available.

5.4  Create analytical redundancy for projecting discretionary resources, by formally
integrating independent analyses of major revenues in the offices of the Assessor-County
Clerk-Recorder, the Treasurer-Tax Collector and the Auditor-Controller.

55  As funds become available, consider establishing an additional reserve to offset any
potential deficit that might occur either because the Medical Care Services Department is
unable to control costs at the budgeted level or the Health Department is not successful at
qualifying the primary care clinics under FQHC.

5.6 For FY 2004-05, avoid forced surplus using mechanisms of convenience such as hiring
freezes and develop budget reduction strategies that are linked to service priorities.
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There would be no immediate costs to implement the recommendations, although some
additional staff time would be required in the offices of the County Administrator, Auditor-
Controller, Assessor-County Clerk-Recorder and Tax Collector. Some future year cost would

likely be associated with the implementation of a well developed performance management
system that is linked to the budget.

Budget information and reliability would be enhanced. Budget goals would be more effectively
linked to measurable performance indicators.

6. Sheriff-Coroner-Public Administrator Department

The Sheriff’s Department received a budget in FY 2004-05 of approximately $57.3 million, or
13.5 percent of all General Fund appropriations. To achieve this budget level, the Department
reduced expenditures by approximately $1.5 million, by reducing services in some areas and

implementing various management controls over expenditures. One key management control is
intended to limit the use of non-essential overtime.

While the efforts made by the Department are commendable, management has not developed a
detailed staffing plan or conducted a relief factor analysis to define its overall staffing needs.
Such analyses provide the basis for evaluating budget requirements and for assessing the impact
of budget reductions when they are implemented. Well developed models and consulting
services are available through the California Board of Corrections, and the National Institute of
Corrections and National Institute of Justice have evaluated policy questions and other factors
that should be considered when evaluating staffing needs. In addition, the Sheriff’s analysis of

overtime usage needs to be placed into context with the other significant actions that the
Department has taken to reduce costs.

Over 80 percent of the Department’s revenues are received from three sources, including Public
Safety Sales Tax, reimbursement for security services provided to the Superior Court and
Booking Fees paid by cities and other jurisdictions when they book prisoners into the County
jail. The processes used by the County to estimate these and other major revenues are reasonable.
However, due to State budget decisions, the Sheriff will not collect approximately $693,435 in
Booking Fees this fiscal year. In addition, the Board may wish to allocate State Criminal Alien
Assistance Program (SCAAP) funds to the Sheriff’s Department. However, all this action would

accomplish would be to shift the Net County Cost burden from the Sheriff’s Department to
capital projects.

The Board of Supervisors should:

6.1 Reconsider its policies related to the allocation of SCAAP funds as one-time resources. A

more appropriate policy may be to recognize SCAAP as an ongoing revenue source used
to offset the Sheriff's Department Net County Cost.
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6.2  Direct the County Administrator to work with the Sheriff to identify $693,435 in cost

savings or revenue increases to replace the estimated Booking Fee revenue that will be
lost due to the State’s budget action.

The Sheriff should:

6.3 Direct Sheriff’s Department command staff to develop a comprehensive staffing plan and
relief factor analysis. Guidelines and models for developing these management tools are
available from the State Board of Corrections, the NIC and the NIJ.

6.4  Base the FY 2005-06 budget proposal to the County Administrator on the staffing plan
and comprehensive analysis of the Sheriff’s Relief Factor.

There would be no cost to implement these recommendations, although the Sheriff-Coroner-
Public Administrator Department would be required to dedicate command and analytical staff
resources to the development of a comprehensive staffing plan and relief factor.

The Sheriff and the Board of Supervisors would be able to more effectively make policy
decisions regarding Sheriff-Coroner-Public Administrator staffing and budget levels. The current
$693,435 Booking Fee shortfall would be met, while the Sheriff would be provided SCAAP
revenue to reduce his Department’s Net County Cost. This action, however, would have no
impact on the County’s overall Net County Cost.

7. Planning and Building Inspection Department

Despite assuming an increased workload over the last two years, the Department of Planning and
Building Inspection has incurred significant budget reductions, which have resulted in a
considerable decrease in staffing, the closure of the Salinas Permit Center, and fee increases. Yet
the budget process and the budget document have not provided a basis to evaluate whether the
budget appropriately reflects County and Department policies, goals and objectives and changes
to the Department’s budget and service impacts are not evaluated based on established criteria.

Further, the budget does not provide a mechanism to monitor Department performance in order
to foster management accountability. Revenues, expenditures and positions are budgeted at the
department level and are not separated into the various departmental divisions or projects, nor is
this level of detail captured in the accounting system. Also, performance measures have not
been developed that would link the Department’s activities and performance to the budget.

Given the lack of formalized departmental priorities and performance measurement aligning the
budget to departmental activities, and given that no other programmatic budget alternatives were
developed, it is difficult to assess whether the closing of the Salinas Permit Center, and the
Department’s other budget reductions, were the best course of action. The Department should

develop and implement fundamental planning and management tools in order to effectively
deploy staff resources and ensure maximum cost recovery.
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The Board of Supervisors should direct the County Administrator to ensure that Department of
Planning and Building Inspection:

7.1 Develops an accounting structure in coordination with the Auditor-Controller that meets
departmental management’s needs.

7.2 Continues to implement and refine the time tracking system.

7.3 Develops performance measures that link departmental activities to the budget.

7.4 Develops a formal model to analyze and estimate departmental revenues.

The Board of Supervisors should direct the County Administrator to:

7.5 Include all programmatic and service impacts in the Recommended Budget document.

The cost associated with these recommendations consist primarily of the staff time required to
develop and implement these fundamental planning and management tools. However, the
benefits would be significant and include the efficient and effective deployment of staff
resources as well as ensuring maximum cost recovery.
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Introduction

The Harvey M. Rose Accountancy Corporation (HMR) has been retained by the 2004 Monterey
County Civil Grand Jury to conduct an analysis of the Monterey County budget and budget
process. The Grand Jury has selected this project at an opportune time. County administration
has projected a deficit of approximately $41 million over the next two years due to increases in
employee salaries and benefits, increased workers compensation costs, litigation and judgment
expenses, reductions in State revenues and reduced revenue growth. In the FY 2004-05
Recommended Budget, significant expenditure reductions, including the elimination of
approximately 90 positions, have impacted service levels.

Purpose and Scope

The purpose of this analysis has been to determine if the Monterey County budget process could
be improved to provide more useful information to County decision-makers, managers and the
public and to instill greater accountability among County managers. Additionally, the analysis
included a review of County assumptions and estimates of expenditures, major sources of
revenues and reserves for the future to determine if opportunities exist for improving the
County’s financial and budgetary position.

The scope of the analysis included not only current and historical budgets, but also various
processes employed by the County, including the roles and responsibilities of the County

Administrative Office budget staff, the Board of Supervisors, and department directors and
budget officers, to determine:

o If the adopted budget reflects the policies, goals and objectives established by the Board of
Supervisors;

o If the process of creating the budget is efficient and involves sufficient analysis to identify
the most cost-effective use of resources;

e If the budget process fosters management accountability;

e If information provided to the Board of Supervisors at budget time and throughout the year
facilitates rational budgetary decision-making and performance monitoring; and,

e [f opportunities exist to use existing resources more effectively, such as reducing
unnecessary budgeted expenditures or increasing available resources.

As part of this analysis, HMR staff interviewed each of the five Supervisors; the County
Administrator, the Assistant County Administrator, and the Budget Director; elected department
heads including the Auditor-Controller, Treasurer-Tax Collector, Assessor, Sheriff, and the
District Attorney; the Director and Chief Assistant Director of the Department of Planning and

Building Inspection, and select departmental budget officers and management staff throughout
the County.
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In addition to interviews, HMR staff reviewed historical budget documents and Board
transmittals and reports; examined various documents, reports and work products prepared by
the County Administrative Office, Auditor-Controller, Sheriff, Planning and Building Inspection
and Information Technology departments; reviewed the audited financial statements for the
County of Monterey, including the management letters prepared by the outside auditors; and

evaluated the effectiveness of the various tools used by the County of Monterey to develop the
County’s budget.

The analysis was conducted in accordance with Government Auditing Standards, 2003 Revision,
by the Comptroller General of the United States, U.S. General Accounting Office. In accordance

with these requirements and standard management audit practices, we performed the following
procedures:

e Planning — A preliminary workplan was developed and provided to the Monterey County
Civil Grand Jury, which generally defined the scope of review.

e Entrance Conference — An entrance conference was held with the County Administrator and
the Assistant County Administrator to introduce HMR staff, describe the workplan and scope
of review, and respond to questions.

e Preliminary Survey — Interviews with key County executive and management personnel and
a preliminary review of documentation provided by the County Administrative Office were
conducted to obtain an overview understanding of the budget process, and to isolate areas
which warranted more detailed assessment. Based on the preliminary survey, the workplan
for the analysis was refined for internal use by HMR.

e Tield Work — Field work activities were conducted after completion of the preliminary
survey, and included: (a) interviews with managers, supervisors and staff; (b) a further
review of documentation and other materials provided by the County Administrative Office

and other departments; and (c) analyses of data and information collected manually and from
the County’s automated systems and records.

A more in-depth review of budget preparation performed at the department level was
conducted to assess the benefits and value of these efforts. The Sheriff and the Department of
Planning and Building Inspection were selected for a review of their work performed on the

FY 2004-05 adopted budget. Fiscal officers were interviewed and their budget preparation
files and documents reviewed.

A focus group was conducted with fiscal officers from other departments to get further input

into the County’s processes, including an assessment of the value of the work they perform to
prepare their department budgets.

o Status Reporting — Periodic status meetings were held with the Grand Jury to describe the
study progress and provide general information on preliminary findings and conclusions.
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o Draft Report — A draft report was prepared and provided to the County Administrator for
review and quality assurance purposes. Select sections of the draft report were also provided
to the Auditor-Controller, Sheriff, the Department of Planning and Building Inspection, and
the Information Technology Department for review and quality assurance purposes.

e Exit Conference ~ An exit conference was held with the County Administrator to collect
additional information pertinent to the report, and to obtain the County Administrator’s views
on the report findings, conclusions and recommendations.

o Final Report — A final report was prepared after review and discussion of the report contents
with the County Administrator, the Auditor-Controller, Sheriff, and the Department of
Planning and Building Inspection. These departments were requested to provide written
responses to the report, which are attached.

The final report includes seven findings and associated recommendations that encompass major
areas of the budget and budget process. Included are findings related to the Board of
- Supervisors’ committee structure, the link between budgeting and financial management, the

fund structure and the use of reserves, financial management information systems, and major
general fund revenues.

Overview of the Budget and the Budget Process

The FY 2004-05 Monterey County Final Budget is approximately $720.3 million, of which
$424.2 million or 58.9 percent is for General Fund activities. Each year, the Board of
Supervisors must determine how that money will be allocated among County departments. While
much of the budget is allocated based on previous year funding levels, requests for additional
funding, revenue enhancements and proposed expenditure reductions submitted to the County
Administrative Office and the Board of Supervisors must be acted on. To make these decisions
and optimize the use of available resources, it is critical that County managers and budget

officials have clear policy direction, goals and objectives, and accurate and timely budgetary
information for analysis.

There are at least three key stakeholder groups in the County’s budget process:

1) Department directors and budget officers must analyze and prioritize departmental “wish

lists” and resource allocations and prepare a proposed budget for review and consideration by
the County Administrative Office (CAO);

2) County Administrative Office (CAQO) budget staff must consider requests from all

departments relative to available resources and compile the results in a recommended budget
for the Board of Supervisors; and,

3) The Board of Supervisors must act on the CAO’s recommended budget, balancing fiscal

constraints with the Supervisors’ views on desirable funding levels for various programs and
services.
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The Budget as a Reflection of Policies, Goals, and Objectives

The FY 2004-05 Recommended Budget includes a section that describes the Board of
Supervisors’ adopted budget policies. This section includes statements of: (1) Purpose; (2)
Financial Planning Policies; (3) Revenue Policies; (4) Expenditure Policies; (5) Reserve Policies;
and, (6) Use of Year End Fund Balance. Some of these policies are specific. For example,
Revenue Policy 8 provides the percentage distribution of the County’s share of Proposition 172
funding (i.e., Public Safety % Cent Sales Tax) to the Sheriff, District Attorney and Probation
departments. Other policies are more general and subjective. For example, Reserve Policy 2

states, “A fleet management reserve will be maintained to ensure adequate funds for the
systematic replacement of fleet vehicles.”

Based on interviews with the Chair of the Board of Supervisors and the Chair of the Board’s
Budget Committee, there has been a recent effort to reevaluate the County’s fiscal and budget
policies. In addition to documentation available from the CAQ, various federal and State laws
and regulations, local ordinances, Board of Supervisors resolutions, and agreements with other
governmental entities dictate many of the County’s other fiscal and budget practices.

The Recommended Budget also includes a section entitled, “Budget Principles for Development
of the FY 2004-05 Budget.” In essence, these are broad organizational goals, which have been
adopted as a framework for budget development. The next Recommended Budget section,
entitled “Budget Strategies for the Development of the FY 2004-05 Budget” provides more
specific strategies for achieving conformity with the stated principles.

In the “Executive Summary” of the Recommended Budget, the County also has included a
statement of broad organizational goals. For example, the second listed goal is to “Enhance and
improve County services to assure an adequate safety net and quality of life for all County
residents.” Further, in the summaries provided for each departmental grouping (e.g., Finance
and Administrative Services), the Recommended Budget document “lists the Board of
Supervisors’ Goals and Objectives and the Grand Jury recommendations and . . . describes how
the budget . . . is responsive to these goals and objectives.” This latter assertion manifests itself at
the departmental level in statements that describe how current year goals have been met, and lists
the specific budget year goals at the lower levels of the organization.

Goal statements can be valuable tools for steering the direction of an organization. However,
unless these goals are linked to specific objectives and quantifiable workload and performance

measures, the accomplishments of the organization are difficult to assess as discussed throughout
our report.

The Budget Process

The FY 2004-05 budget process was initiated in October 2003 with a Board of Supervisors
“Strategic Planning Workshop™ and the development of a three-year financial projection that was
prepared by the CAO. Over the course of the next six months, departments developed their
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baseline budgets and targeted reduction plans in accordance with instructions prepared and
disseminated by the CAO. The Recommended Budget was released on June 2, 2004.

On major discretionary revenues (e.g., property tax, sales tax, motor vehicle in-lieu tax and
others), CAO budget staff collect information from key officials, such as the Assessor, and
prepare projections of revenues for the coming year. Otherwise, during preliminary interviews,
HMR staff were repeatedly told that the CAO uses a collaborative approach to developing the
budget. To estimate the FY 2003-04 General Fund balance, the CAO requests departments to
project base revenues and expenditures according to specific instructions, and uses personnel
data developed by the Auditor-Controller, centrally controlled benefit cost estimates and other
centrally determined factors (e.g., analysis of State budget impacts) to develop budget estimates.
These estimates are then used by the departments to project base expenditures for the budget
year. In addition to the base budget, departments are instructed to prepare “Requests for Changes
in Service Levels,” which could potentially result in increases in the departments’ “Net County
Cost.” Base budget information is input directly by departmental personnel into an “On-Line
Budget Preparation System.” Budget augmentation requests are submitted in packets that are
considered at the CAO’s annual meeting with department heads.

Discussions with CAO budget personnel and some department managers indicates that most of
the operating budget analysis is conducted by department fiscal personnel.' Using this and other
information that is independently developed by CAO budget staff (e.g., State budget impacts),
the CAO calculates the budget balance or estimates any deficits that might exist. These

projections are frequently modified during the budget season as better information becomes
available to the departments and the CAQO.

The FY 2004-05 budget projection was initially computed in October. At that time, the CAO
requested departments to prepare budget reduction plans amounting to between $42.4 million
and $44.6 million for FY 2004-05. By December, the FY 2004-05 budget reduction target had
escalated to $49.4 million of Net County Cost (41% of $119.7 million). According to the County
Administrator, budget reduction targets were set higher than deficit projections due to
uncertainties surrounding the State budget and the realization that not all budget reduction
strategies would ultimately be realized. By April 2004, deficit projections had declined to $41
million over a two year period -- $27 million in FY 2004-05 and $14 million in FY 2005-06.

In January 2004, a budget workshop was held with the Board of Supervisors to provide
information on departmental budgets and mandates. In response to Board requests over the
course of the next several months, various departments and the CAO provided reports with
additional information to the Board. During the four month period between February and May, a
series of “round table” meetings also were held between the CAO and departments to further
refine departmental budget reduction proposals. Initial proposals were submitted to the Board on
April 13, 2004. According to the individuals HMR staff interviewed during the initial phase of
this study, departments were requested to “offer-up savings,” which would be used to close the
projected budget gap. While County managers were generally complimentary of the CAO and

' Some departments have very little or no fiscal staff. In these departments, analysis is often conducted by the
department manager or is prepared with assistance from the CAO.
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the process she fostered, some frustration was expressed regarding departmental inequities. A
few department managers were characterized as being less cooperative than others. Some were

accused of “going to the public” or “doing end runs” to reduce the budget impact on their
departments.

Management Accountability

Because Monterey County has no charter, it is considered a General Law county. Although
modified somewhat within the framework of State law, the County has specific organizational
characteristics that are common to General Law counties, but which significantly limit the
Board’s and CAQ’s ability to enforce management accountability. Under the current structure,
the Assessor-County Clerk-Recorder, the Auditor-Controller, the District Attorney, the Sheriff-
Coroner-Public Administrator, and the Treasurer-Tax Collector are all independently elected.
The Chief Probation Officer is appointed by the Superior Court judges. The CAO, County
Counsel and the Equal Opportunity Officer directly report to the Board of Supervisors; and, the
Water Resources Agency General Manager and the Natividad Medical Center Chief Executive
Officer report to the Board of Supervisors through a Board of Directors and Board of Trustees,
respectively. The remaining 15 County department heads directly report to the CAO.

Because of the independence of the separately elected officials, and the quasi-independence of
department heads that report to the Board of Supervisors either directly or indirectly through
subsidiary boards, the CAO’s ability to ensure management accountability is hampered. The
CAQO is able to direct 15 of the County’s managers to comply with policy regarding the budget,
but elected and appointed officials must be convinced to cooperate in the process.

The effects of this organizational structure were made apparent during initial interviews that we
conducted with County officials. The CAO labeled the process, “Budget by Consensus,”
However, the comments received by HMR staff from County executive staff are not indicative of
a collaborative process that is working. It is clear that both formal and informal systems for
negotiating budget decisions are occurring, and that officials who are the most successful at
negotiating budgets are those with greater status in the organization and political influence.

As the legislative branches of county government, boards of supervisors have significant
fiduciary responsibility. The most successful boards of supervisors have strong committee
structures that are defined in local ordinance, policy or rules of the Board. As discussed in
Section 1 of this report, the Monterey County Board of Supervisors has opportunities to

strengthen its own structure and the oversight tools that are required to ensure management
accountability.

Communication of Budget and Financial Information

Budget and financial information that is provided to the Board of Supervisors as part of the
budget development process is normally transmitted through various reports, public
presentations and testimony before the Budget Planning Committee or the full Board. According
to individuals interviewed as part of this study, the significance of an issue often dictates where
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the matter will be considered. For example, the full Board met as a committee-of-the-whole to
consider FY 2003-04 budget issues that surfaced mid-year, and to plan strategies regarding
projected deficits in FY 2004-05 and FY 2005-06.

The budget document is well constructed, and provides good overview information at the
functional (e.g., Public Safety) and programmatic levels (e.g., Sheriff). Broad program goals are
presented, as well as summary statements of “Pending Issues” that need to be considered by the
Board. Quantifiable workload information is provided for some departments, as well as goal
specific accomplishments from the prior year. However, many of these accomplishments are not
quantified, so the budget document merely provides general statements of successes, as reported
by the departments. For example, the District Attorney’s budget statement reports that the
Department “Vigorously prosecuted persons charged with offenses, thereby protecting the

citizens of Monterey County.” However, no information is provided to objectively measure the
success of the Department at achieving this goal.

On the other hand, of note are some changes to the financial structure of the County that will
benefit the Board of Supervisors’ ability to assess the budget. In FY 2004-05, the County
established the Workers” Compensation and General Liability internal service funds (ISF), “to
accurately account for all costs assoctated with the . . . programs.” In prior years, the long-term
liabilities for these two programs were not accrued and did not show as charges to the operating
departments. Although the County Administrator states that special reports and historical
information were provided to the Board, reserves necessary to finance these programs appear to
be significantly under-funded and it is not clear whether costs associated with the programs were
appropriately being recovered from federal and State grants and other sources. The decision to
create these funds and a charge-back policy in the County is positive. In Section 3, we examined
whether the County might need to revisit its fund structure for other activities, such as vehicles,
equipment and information technology, and we examined the County’s use of reserves.

Before the Recommended Budget document is published, the Board receives a significant
amount of information during workshops and other meetings. We examined a substantial
amount of budget documentation, including special reports to the Board of Supervisors on FY

2003-04 budget projections and State budget deficit projections and impacts on the County.
These reports were:

e Generally informative, including summary financial schedules with detailed explanations of
the major causes of variance from budget for each department and program service area;

e Included historical data for comparative purposes, tracking the change in General Fund
balance over the most recent 10-year period; and,

¢ Provided clear and concise recommended actions to be taken by the Board of Supervisors.

Finally, we assessed the information technology systems that have been established for budget,
financial and human resources management purposes, to determine system (a) capabilities, (b)
reliability, (c)accessibility and (d) utility. Concerns expressed by several county officials
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regarding these systems were evaluated against potential impacts on the reliability and timeliness
of information, and the controls over expenditures. This issue is discussed in detail in Section 4.

Identifying Additional Resources

Because of the dynamic and uncertain character of local government budgeting, public sector
managers typically recommend budgets that are based on conservative estimates of revenues and
expenditures. While this is fiscally prudent, the public, the Board and other stakeholders
sometimes view conservative budgets harshly if the budget estimates deviate significantly from

actual results. Accordingly, it is critical that local government managers strive to develop
budgets that are as transparent and precise as possible.

Accordingly, we evaluated the County’s prior year actual budget performance and FY 2004-05
budget development experience. Included were several key analyses, including:

e An assessment of the overall General Fund performance over the past three fiscal years,

comparing budgeted and actual revenues and expenditures based on the County’s audited
financial statements (CAFR).

e An analysis of the County’s methodologies for projecting major General Fund discretionary

revenues, including: property taxes, sales taxes, motor vehicle taxes, State realignment,
interest income, and others.

e A review of the County’s budget process and practices regarding capital project budgeting
and monitoring.

e An evaluation of the budgets of two County departments, to determine the reasonableness of
departmental projections and deficit reduction plans.

o A review of the County’s projection of State budget impacts, including the methods and

processes used to track formal and informal changes in estimated State support of County
programs.

e An assessment of the reasonableness of assumptions and calculations supporting the CAO’s

three year financial projection, which was used by the Board of Supervisors to determine the
extent of program reductions in FY 2004-05.

Summary of Focus Group Findings

In order to gain a more thorough understanding of the County of Monterey’s budget process, we
distributed a confidential questionnaire (Attachment I) and conducted a focus group with a
representative sample of fiscal officers from County departments. The fiscal officers actively
participated and provided helpful insight into the challenges they face each year in preparing a
budget for consideration by the County Administrator and the Board of Supervisors. Overall,
fiscal officers noted a process of cooperation and collaboration and, while the fiscal officers
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expressed differing opinions on a number of issues because of the differences in size and nature
of their departments, consensus exists regarding the following exceptions:

Departments rely upon their CAO budget staff to provide broad-based analysis and as well as
checks and balances with respect to budget accuracy. The fiscal officers expressed concern

that budget staff assignments from year to year were not consistent and that budget staff
carried an extremely large workload.

Fiscal officers expressed frustration at changing budget assumptions and the tight deadlines
at making budget revisions, especially with respect to interdepartmental charges. They
recommended that minor changes in budget assumptions, such as benefit and insurance rates,
should be measured for materiality prior to requiring departments recreate their entire
budgets based on these minor adjustments. Additionally, they noted deadlines for the
submission of budget information has historically been met by some departments and

reportedly not met by other departments year after year, undermining the perceived need to
comply with stated deadlines.

The budget and accounting information systems are improvements over the previous manual
processes, but there are constraints on the usefulness of these systems. Fiscal officers
reported the primary problems with the accounting system to be the timeliness of reporting
and the limited flexibility of the system with respect to system queries. According to the

fiscal officers, the budget system is antiquated and, while the system records data, it is not a
useful analytical tool.

The performance measurement data presented by departments are simplified by the CAO for
inclusion in the budget document, and the fiscal officers reported that these measures may or
may not adequately portray the primary indicators of performance for a given department.

In conclusion, the fiscal officers generally expressed satisfaction with the budget process,

especially to those with an historical perspective. The exceptions noted above are discussed in
more detail throughout the body of this report.

County Administrative Office’s Budget Accomplishments

These analyses typically focus on opportunities for improvements within an organization. This
section of the Introduction summarizes some of the current noteworthy accomplishments of the
County Administrative Office.

Over the past several years, the staff from the County Administrator's Office has been
reduced due to general budget concerns. Operating with a core group of five professional
staff, these individuals consistently received praise from department managers and fiscal
officers regarding the management of the budget process.

During FY 2003-04 and in preparation for the FY 2004-05 Recommended Budget, the
Budget Office produced a significant amount of analysis in a timely and competent manner.
Such analyses included estimates of revenues and expenditures, recommendations for
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managing the projected budget deficit, a three-year financial projection and other documents.
Our review of this material found that it was generally well developed and employed
standard projection methodologies with which we are familiar.

The County Administrator's Office has begun updating the County's three year forecast every
six months instead of annually to identify major issues more timely for policy makers.

The Budget Office has worked with departments to maximize fee-based revenues.

The County Administrator's Office has included the Treasurer-Tax Collector and the
Auditor-Controller in the “Budget Roadmap” to provide reports to the Board on critical
issues such as cash flow, TRAN eligibility, and debt issuance.

Staff from the County Administrator's Office participated in the financial review process
relative to the County's Credit Rating from Moody's Investors Service. As noted in a report
from the Treasurer-Tax Collector to the Board of Supervisors, "Moody's recognized the
county is effectively managing its resources and doing everything available to alleviate
financial pressure originating from its hospital enterprise. That observation has resulted in
Moody's commending Monterey County's financial management ‘and removing the
previously published megative County outlook.’
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1. Board of Supervisors’ Committee Structure

The Monterey County Board of Supervisors has established five committees that
consider matters related to the management of the County. Key among these are
(a) the Budget Planning Committee, (b) the Legislative Committee, and (c) the
Health Committee. In FY 2003-04, the full Board of Supervisors periodically met
as a committee of the whole to monitor FY 2003-04 revenues and expenditures,
and to plan the FY 2004-05 budget.

The Budget Planning Committee performs a significant budget oversight role. In
addition to budget related functions, the Budget Planning Committee also
performs many financial, program and capital projects review activities.

Although the Budget Planning Committee performs these significant
responsibilities, its effectiveness may be diluted by its structure and processes.
According to some Board members, the Committee agenda is generally managed
by the County Administrator, and the staff who support the Committee are also
responsible for major budget activities. Committee members indicate that few
formal actions are taken by the Committee, and only action items are reported
to the full Board. Further, while the Auditor-Controller and the Treasurer-Tax
Collector have recently participated in Committee meetings, the roles of these
two key financial managers have not been formally defined.

The Board of Supervisors should consider modifying its committee structure and
processes in order to strengthen oversight of the County. A more robust
committee structure should be developed and formalized in Board rules to focus
attention on a broader array of logical service groupings. In addition, the

County should develop an enhanced internal audit program under the Auditor-
Controller.

The County of Monterey is a general law county, organized according to the Constitution and
statutes of the State of California. Under these laws, boards of supervisors have broad fiduciary
responsibility and authority over county government. Government Code Section 24000 names
the board members, auditor, controller, tax collector, treasurer and others as the officers of the
counties; and, Section 24009 requires that the auditor, tax collector and treasurer be elected,
unless determined otherwise by the county’s electorate. State statutes also provide limited
authority for some functions to be consolidated. For example, Government Section 26880 grants
board of supervisors with the authority to create an office of the controller, but requires that the
function “be held ex officio by the county auditor.” The statutes surrounding these organizational
alignments were designed to provide a high degree of internal control within counties by
segregating responsibilities related to budgeting, contracting and resource allocation (the board

of supervisors), accounting and financial reporting (the auditor-controller) and cash handling (the
treasurer-tax collector).
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Board of Supervisors Committee Structure

In Monterey County, the Board of Supervisors has further defined its internal organization. By
resolution each calendar year, the Board approves member appointments to various committees
that it has established to oversee critical areas of its operations (Monterey County Code §
2.04.250). In 2004, appointments were made to the following five committees:

. Boronda Memorandum of Understanding Committee

. Budget Planning Committee

1
2
3. Equal Opportunity Committee
4. Health Committee

5

. Legislative Committee

In addition to these formal committees, the Board of Supervisors often chooses to establish ad
hoc committees or periodically meets as a committee of the whole to consider more pressing
matters. For example, in recent years two Board members have been meeting regularly to
consider issues related to juvenile detention. In addition, during FY 2003-04, the Board met with
the Budget Planning Committee, as a committee of the whole, to monitor FY 2003-04 revenues
and expenditures and to develop budget strategies for FY 2004-05.

Based on interviews with the County Administrator and individual Board members, the
committee structure has been fluid over the years, reflecting the interests, desires and perceived

needs of the sitting Board. For example, in the late 1980s and 1990s, the Board had four
permanent committees, including the:

. Budget Committee

. Finance and Capital Project Planning Committee

1
2
3. Health Committee
4

Legislative Committee

According to some Board members, these four committees were redefined over the years to
better reflect workload and demand. For example, we were advised that the Finance and Capital
Project Planning Committee functions were merged with the Budget Committee several years
ago, resulting in the elimination of the Finance and Capital Project Planning Committee and the
creation of the current Budget Planning Committee. The Boronda Memorandum of

Understanding Committee and the Equal Opportunity Committee were created as needs arose
and were recognized by the Board.

As part of this study, the Clerk of the Board of Supervisors and the County Administrator were
unable to provide documentation of the roles and responsibilities of the Board’s current

committees. Attachment 1.1 provides descriptions of the previous committees, as defined by
Board of Supervisors committee members in 1989.
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Board Member Descriptions of Current Committee Functions

Because of a lack of documentation on the role and function of each committee, individual Board
members were asked to provide descriptions of committee activities for purposes of this audit. A
majority of the members and County Administration stated that the Budget Planning Committee
and the Legislative Committee have emerged as the most significant committees in recent years.
Other committees have had lesser, more topical roles in the overall management of the County.

Budget Planning Committee

According to the Board members, the Budget Planning Committee has emerged as perhaps the
most significant committee. According to County Administration, this committee “drives lots of

Board policy because of its strength.” This description was generally supported by the Board
members with whom we spoke.

According individuals with whom we spoke, the Committee is responsible for a range of budget
and financially related oversight responsibilities. Primarily, this committee monitors budget
status and considers testimony from departments on the recommended budget. In past years, the
budget status would be reviewed on a monthly basis and “then quarterly when things settled
down.” In addition, the Committee has been responsible for recommending budget policy to the
full Board of Supervisors. According to the Chair, and others with whom we spoke, the
Committee has met more regularly in recent years due to the financial difficulties facing the
County. In fact, during FY 2003-04, the full Board of Supervisors met as a committee of the
whole under the leadership of the Budget Planning Committee chair on a regular basis.

After the Finance and Capital Project Planning Committee was disbanded, the Budget Planning
Committee expanded its role. In addition to the budget, the Committee now reviews the
Comprehensive Annual Financial Report (CAFR) that is prepared by the Auditor-Controller and
receives a presentation by the County’s external financial auditor. The Committee also reviews

any internal audits that might be prepared by the Auditor-Controller, although it was noted that
these are seldom performed or submitted.?

In addition to budget policy, the Committee will also evaluate recommendations for various
financial policies and procedural matters. For example, the Committee reviewed the County
Administrator’s proposed layoff procedures in FY 2003-04, and considers more “long-term
strategic” matters when developing the budget principles each fiscal year.

? Budget Planning Committee representatives indicated that until recently, it had “probably been three years” since
the Committee received an audit report “on an internal County department.” Representatives from the Office of the
Auditor-Controller indicate that approximately one report is produced annually, and that in recent years, three

reports on aspects of the Agricultural Commissioner, Sheriff's department and Assessor-Recorder were submitted to
the Board.
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The Committee has no designated staff, but relies on the County Administrator to provide
support. The Committee is provided this support by the Assistant County Administrative Officer
for Budget and Analysis, the Budget Director and other staff, as needed. These individuals
manage the Committee calendar, perform analyses and prepare Committee “action minutes.”

In addition, the Committee may request that the County Administrator or departments provide
written and/or oral presentations on budget related matters. Discussions with Board members and
department managers suggests that reporting activities were significant during the past year, as
the County prepared for FY 2004-05 budget deliberations.

Legisiative Committee

The Legislative Committee continues to function as it has historically. Board members who have
served on this committee portrayed its role in a manner that was consistent with the 1989
description discussed previously (Attachment 1.1).

“To review and recommend to the Board of Supervisors, State and federal legislative

priorities, goals and actions and to monitor ongoing legislative issues impacting
Monterey County.”

According to Board members who were interviewed for this study, legislative initiatives come
from the County Administrator, department heads and other Board members. There is a standing

oral report to the Board on actions taken to either endorse or oppose legislation, which is
typically accompanied by a written report.

Opportunities to Strengthen the Board Committee Structure

As the County of Monterey grows and the issues of governance becomes more complex, the
Board of Supervisors needs to have a strong internal capacity to manage its decisions. To
accomplish this, the Board should reconsider its internal committee structure and processes,
looking to other larger counties for examples of successful structures.

While committee structures in other jurisdictions are varied, there are several characteristics of
successful models which might want to be considered by the Monterey County Board:

1. Comprehensive Structure — The Board of Supervisors has created two committees which
have broad cross-departmental oversight of County operations, including the Budget
Planning Committee and the Legislative Committee. The Health Committee is involved with
a specific service category, while the remaining two committees have narrow focuses related
to equal employment opportunity and a major redevelopment project. As a result, there are

significant areas of County government that do not receive the same level of Board attention
as others.
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The Board may wish to re-evaluate its current approach of relying primarily on the activities
of the Budget Planning Committee to oversee the broader County organization. This could be
accomplished by clarifying the roles and responsibilities of all existing committees, and
creating other committees that would be responsible for overseeing the activities of
departments that drive significant County costs or provide critical community services.
Efforts to clarify and document the committee structure, and the roles and responsibilities of
existing committees, should be addressed by the Board of Supervisors early in FY 2004-05,
so that it can be utilized as part of the FY 2005-06 budget development process.

For existing committees, it is particularly important that the role of the Budget Planning
Committee be clarified and updated, as suggested below.

Budget Planning Committee — As discussed previously, over the years the Board of
Supervisors consolidated a number of financial management functions under the Budget
Planning Committee. The role and responsibilities of this committee should be refined to
provide a current description of its purpose, as it relates to budget and financial policy,
the review of the County’s annual financial report, investment reports, and other reports
on operations. As will be discussed later in this section, the Board may also wish to
establish a formal program performance review and audit program that would report to
this committee through the Auditor-Controller. Lastly, the Board may wish to consider

changing the name of this Committee to the Budget and Finance Committee, to better
reflect its core activities.

During interviews with Board members, we were advised that the Auditor-Controller and
the Treasurer-Tax Collector have regularly provided support to the Budget Planning
Committee during the past fiscal year, advising Committee members on financial matters
within their respective areas of expertise. In Section 2 of this report, we recommend that
the Auditor-Controller be given a broader responsibility and the resources necessary to
regularly report to the Board of Supervisors on County finances. In addition, the
Treasurer-Tax Collector should continue to report regularly on cash and debt
management activities for the County, and include the Natividad Medical Center
enterprise fund and all debt management funds. To ensure that this occurs, these two key
County financial officers should be formally added as non-voting members of the Budget
Planning Committee (or any renamed committee that might be established).

The Board may also wish to create other committees to focus added attention on logical
service groupings within the County, as follows.

Public Safety - The Board has not established a committee that oversees public safety
policy. Although we were advised that ad hoc committees dealing with specific public
safety issues have functioned in the past, and that department manager committees
function, there has not been a recent attempt to establish a standing Board committee that
considers broad policy, funding or operational public safety matters. Successful public
safety policy committees typically include two board members, and non-voting
participation by county public safety department heads, such as sheriffs, chief probation
officers, district attorneys, public defenders and others.

64



o Children, Families and Human Services — In many counties, boards of supervisors have
recognized the need to integrate policy decisions related to services involving children,
families and human services. Such services are typically provided in many departments
that work together in a collaborative fashion at the service level, but which are
independently funded and managed. Because of this, policy integration is essential, but
can be difficult. The Board of Supervisors should consider establishing a committee with
this focus to provide integrated policy development and program oversight.

o General Government and Infrastructure Management —The Board may wish to establish
a committee to focus on the oversight of general government departments (e.g., County
administrative departments, animal services, community development, etc.); and services
(e.g., vehicles and equipment management, risk management, information systems,
infrastructure development, and others). Primary responsibilities for this committee

should also be to coordinate the County's capital planning and capital project
‘management activities.

2. Establish a Decision-Making Hierarchy — The suggestions discussed previously would result
in six core committees for the Board of Supervisors, including: (1) Budget Planning, (2)
Legislative, (3) Health, (4) Public Safety, (5) Children, Families and Social Services, and (6)
General Government and Infrastructure Management. In addition, the Board could continue
to operate two other committees with more limited roles, including the Equal Opportunity
and Boronda Memorandum of Understanding committees.

Under this proposed structure, the service area committees would consider budget, policy and
planning matters within their specific topical areas, and oversee the accomplishment of
Board approved initiatives. These committees would work collaboratively with the Budget
Planning and Legislative committees to accomplish strategic objectives identified as part of
the budget and performance review processes. If structured in this manner, committee
activities and recommendations would flow in two directions.

For example, the Budget Planning Committee would evaluate budget projections and develop
reduction targets for departments, based on overall Board of Supervisors service goals and
priorities. A Public Safety Committee could then work with justice officials to evaluate
opportunities for achieving the reductions and defining impacts on service with a view
toward operational considerations. Recommended changes to the budgets for public safety
departments would then be transmitted to the Budget Planning Committee to be merged with
recommendations from other committees and transmitted to the full Board for consideration.
This type of hierarchical decision process would enhance the involvement of the Board in the

budget decision making process and result in more informed and strategic direction to the
County Administrator and departments.

3. Direct Strategic Planning and Program Development Initiatives — Another important
function that is conducted in other jurisdictions is to direct various strategic planning and
program development initiatives at the board committee level. Our review indicated that very
little long-term strategic planning has occurred or is regularly reviewed by the Board. For
example, the County’s long-range Information Technology Strategic Plan, adopted by the
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Board in March 2003 and updated in 2004, was developed by a Department Head
Information Technology Steering Committee. The plan most closely resembled a list of
projects to be funded in the short term, in recognition of “anticipated revenue declines.”
Except for those that were already funded, many project cost estimates were not well defined.
Although approved by the Board, much of this plan remains unfunded, and no strategies have

been developed to identify funding. The County Administrator indicates that funding
strategies are presently being developed.

4. Establish a Structured Evaluation and Performance Audit Program — Other jurisdictions have
regular, ongoing and strategic program review and audit functions that have been integrated
into committee activities. In these jurisdictions, programs have been developed to assess the
management risks within departments based on program cost, executive management
stability and other factors. Such programs are well defined in the cities of Los Angeles, San
Francisco and San Jose; and, in the Counties of Los Angeles and Santa Clara. Most typically,
these programs are managed by the Auditor-Controller (e.g., Los Angeles County and San

Francisco), independent offices (e.g., the San Jose City Auditor) or directly by the board of
supervisors (e.g., the County of Santa Clara).

Structuring and Managing Committee Support

In Monterey County, the County Administrator and the Board have recently diminished
centralized staff resources in order to continue providing the highest level of direct services
possible to the community. Nonetheless, the Board of Supervisors needs to recognize that an

expanded committee structure and adoption of a more prominent role for the Board will not
succeed without sufficient management support.

Document Committee Functions, Policies and Processes

The Board of Supervisors has not adopted formalized descriptions of committee functions since
1989, and we were unable to identify any documentation of Board approved committee policies
and processes. This type of documentation is important for members of the public to understand
the way in which the Board conducts its business, and to provide a policy framework for sitting
and new Board members. At a minimum, the Board of Supervisors should replicate the efforts
made in 1989 to define and document the roles of the committees, functions and decision-
making processes. This documentation should be formalized and published in an adopted set of
Rules of the Board, to be revisited annually and updated as appropriate.

Enhance the County Administrator’s Budget and Analysis Function

Participants in the County fiscal officer focus group conducted as part of this study, and fiscal
officers interviewed from other selected departments, consistently offered high praise for the
County Administrator's Budget Office. However, these individuals also expressed concerns
regarding the recent decline in centralized budget staffing. Based on our interviews and review
of work papers, we generally concur with the perspectives of departmental budget staff.

66



In FY 2003-04, the County Administrator had five professional staff assigned to the Budget and
Analysis Division. The responsibilities of these individuals were significant. In addition to their
normal budget assignments, two of these individuals provided primary staff support to two of the
Board's standing committees (Budget Planning and Health) and one of these individuals
represented County administration at the Natividad Medical Center Board of Trustees meetings.
With an expanded number of committees, and more committee activity based on the
recommended decision-making hierarchy and performance review activities that would occur,
we believe this staffing should be increased by one FTE Principal Administrative Analyst. The
staffing cost to provide this support would amount to approximately $123,955 annually.

Enhance the Auditor’s Operational Audit and Evaluation Function

The Office of the Monterey County Auditor-Controller presently performs internal audits with
three staff, including (1) Chief Deputy of Internal Audits (Chief Auditor) and (2) Senior
Accountant-Auditor positions. The staffing strength of this division has declined in recent years
as a result of budget reductions and the reassignment of staff who perform functions that were
previously assigned to Human Resources. In FY 2001-02, there were (5) Senior Accountant-
Auditor positions assigned to the division. In addition, according to Internal Audit personnel,
very little if no contract auditing is purchased by the County.

According to the FY 2004-05 Recommended Budget:

"The Internal Audit Division is responsible for developing and executing audit programs
for the examination, verification and analysis of financial records, operating procedures
and system internal controls of County departments, special districts and other agencies .
.. In FY 2003-04, the Division completed four Treasurer's quarterly verification audits of
cash and investment inventory balances, one Fiscal-Operational audit at the Assessor-
Clerk-Recorder, 14 unannounced impress cash counts, 19 Transient Occupancy Tax
(TOT) audits, and two special projects [Trial Court Funding Memorandum of
Understanding (MOU) and contract audit assignments (TOT) in Mono County]."

According to Internal Audit personnel, the Division also provides as needed technical assistance
to departments. For example, in the last several years, staff from the Internal Audit Division have
assisted the Information Technology Department with the development of a methodology for

computing rates charged to user departments. The Internal Audit Division does not have a
management or performance audit program.

In Government Auditing Standards, 2003 Revision, the Comptroller General of the United States
commented that, "Government auditing is a key element in fulfilling the government's duty to be
accountable to the people. Auditing allows those parties and other stakeholders to have

confidence in the reported information on the results of programs or operations, as well as in the
related systems of internal control."?

3 Walker, David M., Comptroller General of the United States, June 2003, Government Auditing Standards, 2003
Revision, United States General Accounting Office
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As mentioned previously, this concept has been embraced by many jurisdictions within
California, and well developed audit programs have been created in the cities of Los Angeles,
San Francisco and San Jose; and, in the counties of Los Angeles and Santa Clara. In November
2002, the voters of San Francisco approved the creation of a "City Services Auditor" function in
the Office of the Controller, which allocates 0.2 percent of the City's annual budget, for
"monitoring the level and effectiveness of services rendered by the City and County of San
Francisco to its residents.” This voter approved mandate, if replicated in the County of Monterey,
would require an allocation of $968,581 for an expanded internal audit function. Monterey
County currently expends approximately $305,131 for internal audit staff resources.

The Monterey County Grand Jury reported on the need for enhancing the internal audit
capability of the County in 2002. In that year, the Grand Jury commented that "Monterey County
has the lowest ratio of internal auditors for any county of its size," and recommended that the

County "Increase staffing of internal auditors." That recommendation was not accepted by the
County.

It is important that the Board of Supervisors have the resources to independently and objectively
assess the performance of County departments. Without such resources, the Board has limited
ability to effectively judge the information it receives from the County Administrator, other
elected officials or department managers. The best place to locate this function is within the
Office of the Auditor-Controller, because the Auditor-Controller is separately elected and is
independent from the Board and County administration. This structure is recognized in
California statute. Government Code Section 26883 states, "the board shall have the power to
require that the county auditor-controller shall audit the accounts and records of any department,

office, board or institution under its control and of any district whose funds are kept in the county
treasury."

As the Board of Supervisors reconsiders its committee structure and performance review
procedures, it should assess the staffing needs for implementing an appropriately sized internal
audit function. To establish the appropriate sized organization, the County should look to other
California jurisdictions which have long standing and well established audit programs. Some of
those jurisdictions have been named in this report, but based on our experience and knowledge of
these organizations, an appropriate sized Internal Audit Division would have a Chief Auditor and
between five and eight staff auditors to be effective. At five staff auditors, which was the level
funded by the County prior to FY 2002-03, the County would need to increase appropriations

from approximately $305,131 per year to $566,792 per year, for an incremental annual cost of
approximately $261,632.

Lastly, the County's Internal Audit Division has not developed a formalized system for assessing
audit risk. Risk tools are employed in many jurisdictions, and are typically driven by such factors
as the funding controlled by an organization, the number of years since an audit was performed,
whether there has been a recent change in management, changes in the law, and others. In
addition, legislative bodies and administrators may request audits when particular risks come to
their attention. As the County's Internal Audit Division expands to a more reasonable size, the
Auditor-Controller should develop and implement an audit risk tool which can be used to advise
the Board and its committees on audit priorities each fiscal year.
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Supplement In-House Capacity with As Needed Specialists

When discussing this proposal with the Internal Audit staff, some concern was expressed
regarding the division's ability to develop sufficient in-house expertise to audit some areas of
County operations (e.g., Natividad Medical Center and health care financing). We believe this is
a legitimate concern, because a small internal audit shop is incapable of developing the broad
range of specialty expertise that is required to audit all functions within a county government.
Even in larger audit organizations this is necessary, and contracting is typically used whenever
(a) specialty expertise is required, or (b) an unusual level of auditing effort is required because of
the scale of current review requirements. Accordingly, the Board of Supervisors should remain
open to contracting for extraordinary services through the Auditor-Controller's Office whenever

needs arise. Such needs may be identified by the Auditor-Controller, County Administrator or
department managers.

Conclusions

The Monterey County Board of Supervisors has established five committees that consider
matters related to the management of the County. Key among these are (a) the Budget Planning
Committee, (b) the Legislative Committee, and (c) the Health Committee. In FY 2003-04, the
full Board of Supervisors periodically met as a committee of the whole to monitor FY 2003-04
revenues and expenditures, and to plan the FY 2004-05 budget.

Based on interviews with various County officials and a review of documentation, the Budget
Planning Commiittee has assumed a significant budget oversight role. In addition to budget
related functions, the Budget Planning Committee also performs many financial, program and
capital projects review activities.

Although the Budget Planning Committee has assumed these significant responsibilities, its
effectiveness may be diluted by its structure and processes. According to some Board members,
the Committee agenda is generally managed by the County Administrator, and the staff who
support the Committee report to the CAO. Committee members indicate that few formal actions
are taken by the Committee, and only action items are reported to the Board. Further, while the
Auditor-Controller and the Treasurer-Tax Collector have recently participated in Committee
meetings, the roles of these two key financial managers have not been formally defined.

Recommendations
The Board of Supervisors should:

1.1 Convene a workshop to consider its committee structure and processes. At a minimum,
the Board should:

¢ Rename and clarify the role of the Budget Planning Committee;

o Formally add the Auditor-Controller and Treasurer-Tax Collector as non-voting
members of the Budget Planning Committee;
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e Establish three new committees for (a) Public Safety; (b) Children, Families and
Social Services; and (c) General Government and Infrastructure Management;

e (Create a formal decision-making process and hierarchy that is integrated with the
revised committee structure, as described in this report; and,

e Establish a formal process to strategically plan and evaluate program performance.

1.2 Direct the County Administrator to develop a recommended staffing plan for providing
committee support, based on the revised structure and processes developed by the Board.
Our assessment indicates that a minimum of one professional level staff position in the
County Administrators Office would be required.

1.3 Request the Auditor-Controller to report on the staffing needs and costs associated with
the development of an expanded internal audit and performance review program. Our
assessment indicates that a minimum of an additional three professional staff level

positions would be required to accomplish this objective, supplemented by periodic
contract specialists.

1.4  Develop a two year plan for implementing committee restructuring and process
improvements, including funding the required staff resources in the County
Administrator and Auditor-Controller offices.

Costs and Benefits

There would be no cost to implement a revised committee structure and processes. New staff for
the County Administrator and the Auditor-Controller would be required, based on the committee
structure considered appropriate by the Board. At a minimum, we believe the County
Administrator should receive one additional staff analyst and the Auditor-Controller should

receive three internal auditor positions. At this staffing level, the County would incur additional
annual costs of $385,587.

The Board would be better able to manage its workload and decision-making processes,
consistent with practices in many other California jurisdictions. In addition, the Board would be
provided with the self-direction and resources necessary to monitor the County’s budget and
finances, and strategically plan and evaluate program performance.

By increasing its level of oversight, and creating sufficient staff resources in the County
Administrator's Office and the Auditor-Controller's Office, the Board of Supervisors would be
better able to identify opportunities to increase efficiencies and improve services in the County.
Based on the experience of other jurisdictions with well developed committee structures and
internal audit functions, the incremental cost of providing these enhanced services would be
more than offset from increased revenues and cost savings.
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2. The Link Between Budgeting and Financial
Management

o The budget process is inherently connected to a governmental agency’s
financial management. Budgets set public policy, control an agency’s taxing
and spending, and provide a financial planning tool for an agency’s decision
makers and managers. In Monterey County, several weaknesses related to
the communication of financial data and information which link the budget
process to financial management were identified.

e The Auditor-Controller does not take an active role in reporting on the
County’s financial status to the Board of Supervisors. The Auditor-
Controller, as an elected official independent of the budget preparation
process, has a higher degree of independence and objectivity, as well as
technical expertise, which provides greater assurance of the financial
integrity, including accuracy and completeness, of the data and information
presented. Thus, the Auditor-Controller should be preparing and providing
to the Board of Supervisors quarterly financial status reports as well as an

annual report on fund balance estimates and revenue projections assumed in
the Recommended Budget.

e Members of the Board of Supervisors expressed several reservations with the
budget process and their understanding of the County’s budgetary and
financial issues. It is critical that the Board of Supervisors have the tools for
making budget and financial decisions, including a competent understanding
of government finance. To improve the Boards understanding of government
finance, the Auditor-Controller should develop a governmental finance
training program for the Board along with special study sessions on critical
issues commencing in FY 2004-05.

A governmental agency’s budget is a key component of sound financial management practices.
Budgets set public policy, control an agency’s taxing and spending, and provide a financial
planning tool for an agency’s decision makers and managers. The direct link between the budget
and an agency’s financial management is the ability to provide timely and useful financial
reporting. Financial reporting should allow an agency’s decision makers and managers to
monitor financial status, make financial projections, and should otherwise provide data and

information in sufficient detail and in a timely manner as to inform a rigorous decision making
process.

Typically, the annual budget process begins early in the fiscal year with the ongoing monitoring
of current year revenues and expenditures. As the year progresses, counties begin developing the
subsequent year’s budget by evaluating programmatic changes and, as the year draws to a close,
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current year revenue, expenditure, and fund balance estimates are incorporated into the
subsequent year’s budget prior to its adoption by the Board of Supervisors, usually in June or
July. The accuracy of those estimates will not be determined until the County’s audited financial
statements are issued in the fall. However, as the financial systems close at year-end and final
accounting adjustments are made, the Auditor-Controller will have an increasingly better
understanding of the County’s financial status well before those statements are issued.

Role of the County Administrator

The County Administrative Officer (CAQ) is responsible for the operational and financial health
of the County and is usually charged with developing the budget and presenting the budget to the
Board of Supervisors for modification and approval. Any budget modifications once the final
budget has been approved and which exceed the legal level of budgetary control imposed by the
Board of Supervisors must be brought forward by the CAO for additional approval.

In Monterey County, the CAO compiles the budget given significant input from County
departments and presents the recommended budget to the Board of Supervisors for approval. In
the development of the budget, the CAO prepares significant projections for the County’s major
revenue sources, such as property tax revenues and sales tax revenues, and estimates of year-end
fund balance. The CAO receives input from various departments, such as the Auditor-
Controller, the Assessor and the Treasurer-Tax Collector, in developing these significant revenue
projections and fund balance estimates. However, while these departments provide information,
the development of the projections and estimates resides solely with the CAO.

Additionally, the CAO regularly communicates with the Board of Supervisors regarding the
County’s financial activities. The CAO presents quarterly financial status reports to the Board of
Supervisors. The CAO also reported monthly to the Board of Supervisors and its Budget
Committee during the Spring of 2004 due to the severe budgetary impacts of the economic

slowdown and the State’s fiscal crisis, and presented three-year financial projections in October
of 2003 and March of 2004.

Role of the Auditor-Controller

The role of the Auditor-Controller in the financial management of the County is also extremely
important. The Auditor-Controller, an elected position, acts as the chief financial officer and is
responsible for overseeing the financial activities of the County. The Auditor-Controller
establishes financial policies and procedures, the accounting structures and financial systems,
and the financial reporting necessary to effectively manage County finances and operations. The
Auditor-Controller is also responsible for issuing the County’s audited financial statements.
According to California Government Code, the Auditor-Controller has the authority to audit the
accounts and records of County activities, pursuant to authorization by the Board of Supervisors.
In fulfilling these responsibilities, the Auditor-Controller is presently restricted by the
weaknesses of the current financial systems and accounting structure, as detailed in Section 5 of
this report. Despite these identified weaknesses, which impact the County’s ability to ensure
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sound financial management, the role of the Auditor-Controller as chief financial officer compels
the Auditor-Controller to practice oversight of the County’s financial activities.

Thus, the Auditor-Controller should prepare and submit independent analysis of the County’s
financial status quarterly to the Board of Supervisors. The analysis should include comparisons
of individual department budgets to actual revenues, expenditures and fund balances as well as
such comparisons for the County’s General Fund and other major funds. Further, all material
budget variances should be explained in the report to the Board of Supervisors. The preparation
of this analysis requires an understanding of departmental programs, Countywide operations and
external influences, such that, especially initially, the Auditor-Controller will need to work with
the CAO in order to identify any issues that have impacted or may impact County finances. The
analysis should include projections of financial status, including fund balance, at year-end.
Further, there should be a formal process by which the Auditor-Controller independently
establishes revenue projections and estimated fund balance or, at a minimum, reviews and
independently reports on the CAQ’s revenue projections and fund balance estimates assumed in
the Recommended Budget. After the financial statements are issued, the Auditor-Controller
should report back on any variance between budgeted and actual year-end fund balance.

In order to accomplish these activities, the Auditor-Controller will require additional staffing
resources. A survey of 10 comparable counties shows that the Monterey County Auditor-
Controller’s Office ranked 7th in terms of total staffing as shown in Table 2.1 below:

Table 2.1
Comparable County Survey
Auditor-Controller Staffing Levels

County Auditor- Total Position Ratio:
County Population | Controller | Rank County Total County to Rank
: M Positions @) Positions ) | Auditor-Controller
Sonoma 458,614 70.5 1 4,157 59.0 1
Placer 248,399 44.0 4 2,692 61.2 2
Santa Barbara 399,347 54.9 2 4,268 77.7 3
Santa Cruz 255,602 29.0 9 2,504 86.3 4
Stanislaus 446,997 46.0 3 4,346 94.5 5
Solano 394,542 32.0 8 3,064 95.8 6
San Mateo 707,161 40.5 5 5,302 130.9 7
Monterey 401,762 33.0 7 4,329 131.2 8
Tulare (3) 368,021 28.0 10 4,742 169.4 9
San Joaquin 563,598 34.0 6 6,656 195.8 10
Average (excluding highest
and lowest staffing levels) 392 4113 105.9

(1) Source: California State Department of Finance.

(2) Source: FY 2003-04 county budgets, unless otherwise noted.

(3) The Auditor-Controller in the County of Tulare is also the Registrar and Purchaser. Position count
presented in Table is for Auditor-Controller functions only, as reported by the County of Tulare Auditor-
Controller’s Office. Total County positions are from the F'Y 2002-03 adopted budget.
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While there are likely to be reasonable explanations for variations in Auditor-Controller staffing
from county to county, including the scope of responsibilities, accounting systems in place, and
so on, the Monterey County Auditor-Controller’s Office is significantly understaffed when
compared to the average of comparable counties. Further, the Auditor-Controller conducts
activities, such as position control, benefits processing, and processing personnel actions, which
are not traditional County Auditor-Controller functions. Monterey County has 33 positions
while the comparable County average is 39.3, a difference of 6.3 positions or 15.3 percent below
the County average. In terms of total County positions per Auditor-Controller staff, Monterey
County Auditor-Controller is also less than the average of comparable counties. In order to
increase the ratio to the average of one staff per 105.9 total county positions, the Monterey
County Auditor-Controller would have to increase staffing to approximately 41 positions, an
increase of eight positions. In order to increase the analytical capacity in the Department, the
Monterey County Auditor-Controller should increase its staffing by a minimum of one
professional level Accountant Analyst position, which is still a staffing level below the
comparable county benchmark. This position would be responsible for conducting the
recommended independent financial analysis, including revenue projections and fund balance
estimates, and preparing the recommended financial status reports to be presented to the Board

of Supervisors on a quarterly basis as well as any report back to the Board on any variance
between budgeted and actual year-end fund balance.

These recommendations do not imply that the CAO has been deficient or is unqualified to
perform these functions. Rather, the Auditor-Controller has two advantages in providing
financial data and information to the Board of Supervisors so that they can make informed
decisions. First, as an elected official and as a department which is not responsible for the
preparation of the budget, the Auditor-Controller has a higher degree of independence and
objectivity. Reporting on the financial status of the County by the Auditor-Controller provides
greater assurance of the financial integrity, including accuracy and completeness, of the data and
information presented. = Second, the Auditor-Controller has the technical expertise and
understanding of financial accounting and the financial accounting structure and systems which

again provides greater assurance of the accuracy and completeness of the financial data and
information presented.

In addition to increasing the role of the Auditor-Controller, although to a lesser degree, a formal
process should be established for the Assessor-County Clerk-Recorder and the Treasurer-Tax
Collector to provide critical data and information during the budget process. While these
officials are currently included in the budget process, their involvement has not been formalized
through systematic analysis or reporting. The Assessor-County Clerk-Recorder has source data
and information that is used in the development of the property tax revenue projections, the
largest discretionary revenue source for the County. Additionally, the Treasurer-Tax Collector
can provide data and information and insight on interest revenues, cash flow requirements, and
debt management. The CAO should enhance formal reporting and include formal meetings with
the Treasurer-Tax Collector and the Assessor-County Clerk-Recorder in the annual budget
calendar to ensure that the critical data, information, and insight that these departments can
provide are included in the process and communicated directly to the Board of Supervisors.
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Role of the Board of Supervisors

Finally, the budget process is of great consequence to the Board of Supervisors. Ultimately, the
Board of Supervisors is responsible for the financial management of the County, and by
approving the budget, and the details therein, sets public policy and establishes control over
management’s spending. Thus, it is critical that the Board of Supervisors have the tools for
making budget and financial decisions. These tools include complete, timely and accurate
reporting and a competent understanding of government finance.

It is critical that the Board of Supervisors obtain complete, timely and accurate financial data and
information in order to make informed decisions with respect to the financial and operational
activities of the County. As noted, financial reporting is the responsibility of the Auditor-

Controller and weaknesses in the current systems and processes are discussed above and in
Section 5 of this report.

To ensure that competency in government finance is obtained, Supervisors, who typically do not
come from governmental finance backgrounds, should receive adequate training from County
officials. Board members are offered training through the County’s membership in the
California State Association of Counties (CSAC). However, several current Board members
indicated that this training, which is provided over a period of a few days and covers a range of
topics, is not sufficient. Further, Board members have not received any formal or informal

training from County officials. Board members had the following general impressions related to
the budget process:

e The Board is insulated and must rely heavily upon County administration, which has the
expertise for making critical decisions;

e There is no discussion of policy options and it is unclear how recommendations or decisions
are developed; and

e Some members were not comfortable with the budget process given that governmental
budget and finance issues are complicated and difficult to understand.

Several budget workshops were held during the year to inform the Board on budget needs and to
seek Board guidance on select budget issues with respect to eliminating the budget deficit.
However, during interviews, individual Board members expressed concern because they were
unable to objectively evaluate those reports or analyses for reasonableness. Many Board
members indicated that they must rely heavily on what they are told by County administration
because they have not been provided the tools, staff or other resources necessary to
independently evaluate the budget. Because the Board of Supervisors is ultimately responsible
for the financial management of the County, it i1s incumbent upon County officials to ensure that
Board members have a clear understanding of governmental budget and finance issues,

especially as they relate to the County of Monterey, and the resources necessary to effectively
utilize that knowledge.
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As chief financial officer, the Auditor-Controller should develop and provide training on the
relevant issues for the existing Board membership and then, subsequently, for any new Board
members or when requested by existing Board members. The Government Finance Officers
Association (GFOA) provides a series of “Elected Official’s Guides” on topics such as
government finance, fund balance and net assets, financial reporting, performance measurement,
debt issuance, risk management, and so on. These can be used as the basis for providing such
training. Additionally, the GFOA recommends that “study sessions” for the governing body
should be held once or twice a year on select financial issues that are significant, technical and
complex. For Monterey County, issues that would meet these criteria include insurance internal
service funds, County reserves and designations of fund balance, the establishment of
performance measures, the establishment of fees and charges for services, and so on.

Conclusions

In order for the budget to be an effective financial management tool and control, an organization
must have a strong financial infrastructure, which includes not only systems and staff resources,
but also complete, timely and accurate communication of financial data and information and a
competent understanding of government finance by the organization’s primary decision makers.
In Monterey County, several actions can be taken to improve these areas to strengthen the
County’s financial management practices.

Recommendations
The Board of Supervisors should:

2.1 Request the Auditor-Controller to submit quarterly financial status reports, including

year-end estimates of revenues, expenditures, and fund balance, with explanations of any
material budget variances.

2.2 Request the Auditor-Controller to annually review and submit a report on fund balance
estimates and revenue projections assumed in the Recommended Budget and report back
to the Board on any variance between budgeted and actual year-end fund balance.

2.3 Approve an increase in staffing in the Auditor-Controller’s Office by one FTE

Accounting Analyst position to provide interim financial reporting to the Board of
Supervisors.

2.4 Request the Auditor-Controller provide a governmental finance training program for the
Board of Supervisors commencing in FY 2004-05.

2.5  Develop topics that represent critical issues for the County of Monterey and the Board of
Supervisors for two special study sessions each fiscal year, beginning in FY 2004-05, and

request the Auditor-Controller to develop training material and facilitate these study
sessions.
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The Auditor-Controller should:

2.6 Prepare and submit quarterly financial status reports, including year-end estimates of
revenues, expenditures, and fund balance, for all County departments, the General Fund,
and all other major funds, with explanations of any material budget variances.

2.7 Annually review and submit a report on fund balance estimates and revenue projections
assumed in the Recommended Budget and report back to the Board on any variance
between budgeted and actual year-end fund balance.

2.8 Submit to the Board of Supervisors a request for an increase in staffing in the Auditor-
Controller’s Office by one FTE Accounting Analyst position and the necessary
supplemental appropriation to fund the position.

29  Develop and provide a governmental finance training program for the Board of
Supervisors commencing in FY 2004-05.

2.10  Develop two special study sessions each fiscal year, beginning in FY 2004-05, on select

topics that represent critical issues for the County of Monterey, as requested by the Board
of Supervisors.

The Board of Supervisors should direct the County Administrative Officer to:

2.11 Identify sufficient ongoing funding for one FTE Accounting Analyst position in the
Auditor-Controller’s Office.

2.12 Include on the annual budget calendar, meetings with and reports from the Assessor-
County Clerk-Recorder and Treasurer-Tax Collector.

Costs and Benefits

These recommendations would result in approximately $104,000 in additional costs due to the
increase in staffing of one Accounting Analyst position in the Auditor-Controller’s Office.
However, because these findings would shift the primary responsibility of reporting on financial
status from the CAO to the Auditor-Controller’s Office, staffing resources in the CAO may be
eventually reallocated to other activities. The fiscal officers participating in the focus group as
part of this audit expressed concern that individual CAO budget staff were assigned too many
departments and were overburdened. Thus, these recommendations would reduce CAO workload
and would allow more effective deployment of staff resources. While there would be no direct
reduction in costs, the benefits of the above recommendations include an improved decision-
making process, increased financial control, and stronger financial management.
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Fund Structure and Reserves

Monterey County has not established a strong fund structure or developed
comprehensive reserve policies that are linked to the budget. For example,
the County did not establish an Internal Service Fund (ISF) to account for
self insurance assets and liabilities until FY 2004-05, after there was an
actuarially determined unfunded liability of over $18.5 million. Also, the
Board of Supervisors has not adopted a formal General Fund contingency
reserve policy. Further, the County has not established sufficient reserves for
funding vehicle, equipment or information technology needs.

Because the County has not maximized its use of the fund structure and
reserve funding is insufficient, the County is exposed to financial and
operational risks that might otherwise be avoided. In a significant current
example, the County’s financial, budget and human resource information
systems require significant upgrade or replacement, and the financial system
will no longer receive techmical support from the vendor in FY 2004-05.
Because the County had not built a reserve for the eventual replacement of
these systems, the Information Technology Department must commit
significant in-house resources to support the systems and create patchwork
functionality that is commonly available in modern systems. Further, during
these more difficult financial times, system upgrade or replacement strategies
must compete with other current needs in the County.

The Board of Supervisors, County Administrator and the Auditor-Controller
should convene a joint working group to establish a stronger accounting and
budget structure, and comprehensive reserve policies. At a minimum, this
working group should: (1) establish clear linkages between the accounting
structure and the budget; (2) establish internal service funds for the purpose
of managing vehicles, equipment and information technology needs; (3)
establish special revenue funds to account for the receipt and disbursement
of legally restricted sources of revenue; (4) establish General Fund
contingency and emergency reserve policies that are based on budget needs
and risk; and, (5) establish and regularly reevaluate prudent self-insurance,

vehicle, equipment and information technology reserve policies and
strategies.

Monterey County's financial structure is not well developed for a jurisdiction of its size and
complexity. Until FY 2004-05, financial transactions related to County operations were generally
recorded in the General Fund. The County had not established any Internal Service Funds (ISF)
to account for financial activities that serve County departments, or segregated finances related
to some significant special revenues in their own Special Revenue Funds. In many jurisdictions,

better developed financial structures exist.
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In addition, the accounting structure is not strongly linked to the budget. As a result, it is
necessary to examine the Notes to the Financial Statements and other subsidiary schedules in the
Comprehensive Annual Financial Report (CAFR) to find important budgetary information, such
as detail on reserves and designations of fund balance. However, due to new accounting
regulations, certain critical information regarding the County's reserves and designations is no
longer included in the financial statements. Further, as of FY 2002-03, the County had no reserve
policies. Instead it designated fund balance for contingencies and future liabilities when
determined necessary and based on the availability of funds. Although these practices provide a

great amount of management flexibility, they also increase the risk of financial and operational
instability.

Monterey County Fund Structure and Budgeting

The County has established three major groupings of funds for accounting purposes, including:

=  Governmental Funds - which are used to account for the near term financial activities of

County government. Included in this grouping is the General Fund, the Facility Master Plan

Fund, (20) twenty Special Revenue funds, (2) two Debt Service funds and (6) six Capital
Projects funds.

Proprietary Funds - which are used to account for business-like activities. The County has
(1) one proprietary fund, the Natividad Medical Center Hospital Enterprise Fund.

Fiduciary Funds - which are used to account for resources that are held for the benefit of

parties outside of the County (e.g., property tax payments before allocation to the taxing
entities, such as cities and school districts). The County has (2) two fiduciary funds.

As stated in the June 30, 2003 CAFR, "A fund is a grouping of related accounts that is used to
maintain control over resources that have been segregated for specific activities and objectives."4
Although the categorization of funds and rules which govern them are dictated by accounting
standards and law, jurisdictions are provided with broad discretion to establish as many funds as
it determines are necessary to effectively manage its finances and operations. According to the
Auditor-Controller, Monterey County uses over 300 separate funds, including approximately 200
Special Revenue funds, that comprise the various fund categories detailed in the CAFR and

listed above. However, many of these are summarized in the CAFR at such a high reporting level
that their distinctions are not evident.

All jurisdictions have a General Fund, which is the primary operating fund of the County.
Jurisdictions may choose to consolidate reporting for varied activities in the General Fund, or
they may choose to segregate financial activities in separate funds for accounting and control
purposes. In Monterey County, many activities that are more commonly segregated in other

* Our analysis has relied upon the latest audited financial statements available, the June 30, 2003 CAFR. The June
30, 2004 CAFR will not be released until the fall of 2004.
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jurisdictions have been consolidated into the General Fund. Most apparent is the small number of
Internal Service Funds in the County.

Internal Service Funds

Internal Service Funds are used to finance and account for activities involving services that are
provided by a jurisdiction's support services departments to the other departments. In many
smaller jurisdictions, ISF funds have not been established because the scope of services and
assoclated costs are small and can be reasonably accounted for and managed within the General
Fund. However, most medium to large jurisdictions have established ISF funds for major support
service activities because of the need to closely track assets and associated depreciation costs,
and for complex charging structures that ensure that user departments pay their share of costs.
This formalized process ensures that federal and State agencies pay their fair share of grant
related activities through a cost plan mechanism. While we found no evidence that federal and
State agencies are presently being undercharged, the risks of this occurring are increased if fund
structures and cost accounting mechanisms have not been fully merged. Without ISF funds
financial reporting can become murky, and management may not easily recognize significant
accounting issues in a timely manner. Further, by linking ISF finances to the budget, there is a

greater likelihood that significant budget issues will be recognized by the Board of Supervisors,
County Administrator and the public.

Self Insurance Funds

Prior to FY 2004-05, the County reported self insurance activities in the General Fund for
financial reporting purposes. While a separate component fund had been established for self
insurance liability reserves (Fund 40), that component fund had been significantly under funded.
As a result, prior to FY 2002-03, the Auditor-Controller would designate a portion of the
County's General Fund Balance for insurance liability reserve purposes when compiling the
financial statements each year. As shown in the June 30, 2002 CAFR, the balance sheet
statement for the General Fund included a current self-insurance liability of $7,060,000 and a
self-insurance designation of fund balance of $20,656,000, for the full liability amount of
$27,716,000 (Attachment 3.1). This did not concern management because, as of that date, the
County had an additional $39,886,404 in unreserved fund balance.

In FY 2002-03, the Auditor-Controller decided to impair $30,035,609 in long-term receivables
from the General Fund Balance Sheet statement of assets (i.e., at-risk receivables due to the
General Fund from the Hospital Enterprise Fund). As a result, total General Fund assets declined
by approximately $30.0 million and the more comfortable General Fund Balance reported in the
previous year declined by the same amount. To counteract the action to impair these assets, as
well as respond to a significant lawsuit and the economic downturn, the County chose to
substantially reduce the self insurance designation in the CAFR from $20.7 million as of June
30, 2002, to $2.8 million as of June 30, 2003. What had been considered a fully funded self-
insurance liability reserve in the CAFR had transformed into a significant unfunded liability.

These events initiated management discussions surrounding the need to establish separate Self
Insurance Internal Service Funds, and a 10-year repayment plan to account for all self-insurance
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claims liabilities and ensure that the County accumulates sufficient reserves against those
liabilities. That action was taken in the FY 2004-05 budget and insurance rates charged to
departments were increased to ensure that additional funding accumulates to build the reserves.
On a budget basis, the two new self insurance ISFs will receive $12.5 million more than required
for current year costs from General Fund Balance (i.e., Fund 40 Self Insurance Reserves) and
departmental charges, to begin building those reserves.’

Many jurisdictions draw on self-insurance reserves during times of financial difficulty by
discounting rates charged to departments, and thus reducing current operating costs. Seldom are
balances merely withdrawn because federal and State regulations have been established to
financially discourage such actions.

The California State Controller Handbook of Cost Plan Procedures for California Counties,
states in Section 4410 (4):

"All self-insurance programs in use by the county must be managed in accordance with
sound insurance principles and practices, including adequate planning and reservation.
This means the establishment of cash reserves adequate to cover the self-retained loss
anticipated by the county. These cash reserves must be treated as 'inviolate' and not used
for any purpose other than for which they were intended. If the money accumulated in a
self-insurance reserve is used for other purposes, a credit in the same amount as the
"reserve reduction” must be applied to all departments participating in the self-insurance
program, or a cash refund may be made."” (Emphasis Added)

The purpose of this requirement to provide assurance that self insured counties will not use
insurance reserves that have accumulated, in part, as a result of federal and State grant payments,
for activities other than intended purposes.

Although removing the self-insurance designation from the General Fund balance statement was
not a technical violation of federal and State regulations (i.e., these funds had not accumulated as
a result of charges to grants), the action flagged a concern that the County may be considered
uninsured.® According to the representatives from the Office of the Auditor-Controller, the ten
year repayment plan, adopted by the Board on May 6, 2003, was reviewed and endorsed by the
State Controller. Further, the County chose to remove the designation from the General Fund
Balance and establish Self Insurance ISF funds. Had the State not supported the ten year
repayment plan, the State Controller could have determined that Monterey County was
"uninsured" and not allowed workers' compensation or general liability insurance costs to be
claimed against significant federal and State grants.

* In FY 2004-05, the County is transferring an $11.2 million reserve balance from Fund 40 into the two ISFs. As a
result, self insurance reserves are increase by $1.3 million, determined by subtracting the $11.2 million transferred
reserve balance from the $12.5 operating surplus reported in the Recommended Budget.

® The California State Controller Handbook of Cost Plan Procedures for California Counties, also states in Section
4410, that by failing to purchase insurance or establish an actuarially determined self -insurance reserve, a county
will be considered "uninsured" and ineligible for receiving a reimbursement of costs from federal and State grants.
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The steps taken by the County in this example were appropriate, and the terms of the ten year
payment plan are reasonable. However, the events leading up to the decision to establish the Self
Insurance ISF funds could have been avoided had the County previously organized its
accounting around the State Guidelines and budgeted accordingly.

Vehicle and Equipment Internal Service Funds

Another support service area where jurisdictions typically establish ISF funds is for the
management of vehicles and equipment. The purpose of these funds is to account for the finances
and activities of a central service department that owns, maintains and leases vehicles and
equipment back to the operating departments. In Monterey County, services are provided by the
General Services Department (Budget Unit 106). Departments are charged for services, but a
separate Internal Service Fund has not been established.

As a result, the County separately designates General Fund Balance for vehicle replacement.
This designation is a general allocation of resources and is not linked to vehicle depreciation or a
adherence to a vehicle replacement plan. For example, in FY 2004-05, the County began the year
with $3,414,475 in General Fund Balance designated in a "Vehicle Replacement Designation."
To this amount, the Recommended Budget added $1,000,492 for a total of $4,414,967. While
this information is included in State Budget Schedule 1 and in the general discussion of
"Contingencies and Reserves,"’ there is no discussion of this significant budget allocation in the
General Services Department Budget, where departmental charges originate.

Instead, there are seemingly contradictory statements included in the budget. The General
Services Budget includes two statements: (1) The "Summary of Recommendations," Item 8
shows a "Decrease in fixed assets - Vehicles: Due to suspension of Vehicle Replacement
Programs;" and, (2) the "2004-05 Goals" for the Fleet Management Division states that, "Due to
the current budget crisis, the Fleet Management Division will refrain from purchasing new
vehicles in FY 2004-05. New vehicles will only be purchased for safety, regulatory or
emergency situations. Surplus vehicles with remaining functional life will be retained and
redistributed to County departments in an effort to keep new purchases to a minimum."® The
Recommended Budget discussion under "General Fund Reserves/Designation” on Page 476
states, "General Fund designation for Vehicle Replacement is recommended to increase by $1.0
million for FY 2004-05 based on charges to department (sic). The designation was established to
fund replacement vehicles for the County. Each department is charged a pro-rated cost of a new
vehicle, usually over a six year period. Funds are transferred in and out of the designation based
on program expenditures and revenues."

So based on these statements, found in two very different locations in the Recommended Budget,
it appears that the County is charging departments for vehicle replacement and increasing the
depreciation reserve by nearly 30 percent, while denying vehicle acquisitions except for

7 FY 2004-05 Recommended Budget, Page 476
¥ FY 2004-05 Recommended Budget, Pages 98 and 99
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emergency or safety reasons. This FY 2004-05 growth is occurring after the County has spent
several years building the reserve, as shown in the table below.

Table 3.1
History of Vehicle Replacement Designations

Fiscal Final Growth | Growth %
Year Budget | Amount Percent

FY 2001-02 921,698

FY 2002-03 2,916,562 1,094,864 216.4%

FY 2003-04 3,465,929 549,367 18.8%

FY 2004-05 4,414,967 949,038 27.4%

Note: For FY 2001-02 through FY 2003-04, the Final Budget amounts represent designations approved by
the Board of Supervisors which may not correspond precisely with the amounts reported in the
Recommended Budget as beginning balance. FY 2004-05 is the recommended amount.

By creating an ISF, closely linking the ISF to a Fleet Management operating plan and
comprehensively reporting fund activities in the department's budget, these related aspects of the
Recommended Budget could be more easily recognized and addressed by the Board. Instead, the
reader 1s required to go to three locations in the Recommended Budget document -- the State
schedules, the Fleet Management budget and the Reserves/Designations budget -- to understand
the history and the policy implications of the County Administrator's recommendations.

Technology Funds

Information systems, communication systems and other technology have become a significant
part of the County's overall cost of operations. Two primary budget units contain the costs of
purchasing and operating technology in the County: (1) Telecommunications [BU 151]; and, (2)
Information Technology [BU 193]. In FY 2004-05, these two departments have been budgeted
approximately $17.2 million for operations, representing about four percent of the General Fund
budget. The budgets of these two departments are substantially recovered from user charges and
other costs are often budgeted directly in department budgets.

Technology infrastructure, capital acquisition and upgrades are funded on a current year basis in
Monterey County. No reserves have been established for these purposes, and technology
improvements must compete with other County programs as funds become available. While
some essential telecommunications projects have been funded in FY 2004-05, no capital or
software application program acquisitions have been funded in the Information Technology
Department. The Recommended Budget states, "The proposed FY 2004-05 budget does not
include funding or staffing for any major application upgrades or replacements. Should the
Board of Supervisors wish to undertake such a project . . . funding for those projects would
supplement the position authorities and expenditure plans presented here." Listed in the
Recommended Budget document is a listing of the major systems operated and maintained by
the Department. They include: "Payroll/Personnel Systems, Court Management System, District
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Attorney Case Management System, Social Services Systems, Emergency Communication's
Computer Aided Dispatch (CAD) Support, E-Mail System, Child Support Services System,
Advantage Financial Information System, Sheriff's Records Management System, Arrest
Booking/Inmate Management/Jail Management Systems, Planning Systems, Office for
Employment Training Systems, and Natividad Medical Center Systems."

Technology is continually changing. Major systems often need substantial upgrades or
replacement every 10 to 15 years, and often technology becomes so outdated that vendors stop
providing support (see Section 4). In addition, the replacement of major systems can be
expensive. For example, the County's Information Technology Plan states that Human Resources
and Payroll System replacement and expansion would cost the County approximately "$3-4
million," and the "Budget and Core Financial System Replacement” would cost the County
between "$1.5-3 million." Because these were general estimates that would require detailed
needs assessments and planning, these costs may be significantly understated. The Auditor-
Controller has estimated that replacement of the Human Resources, Financial Management and
Budget systems in the County could cost as much as $20 million.

By establishing appropriate technology funds and charging departments a depreciation expense
where permitted or through a two-tiered cost plan,’ the County could accumulate reserves for
technology replacement and ensure that technology enhancements are funded in future years.

Other Internal Service Funds

While we have not examined the benefits of establishing ISF funds in other areas, many
jurisdictions also establish such funds for other services provided to departments. Typical among
these are ISF funds for facility maintenance, printing and mail operations, and others. The Board
of Supervisors should collaborate with the County Administrator and the Auditor-Controller to
design an ISF structure that compliments its budgetary reporting needs and supports mechanisms
to manage reserves for infrastructure replacement, repair and enhancement.

Special Revenue Funds

As stated previously, the County had established 20 Special Revenue Funds as of June 30, 2003,
which are used to account for funding and activities related to restricted funds. Such funds may
be restricted by law or by policy of the Board of Supervisors. For example, the County has
established a Road Fund (to account for road construction activities funded by gasoline tax, and
federal and State grants), and a Library Fund (to account for public library activities that are
funded from a portion of property tax). On the other hand, the Board of Supervisors established
the Productivity Investment Fund from surplus Public Employee Retirement surplus funds, "to
foster innovation and to provide a source of funding for implementation of cost-effective
departmental and formal employee organization proposals.” Established by the Board, this later

’  Federal and State regulations prohibit charging certain costs for information technology without prior

authorization from the grantor agencies. In some jurisdiction, two-tiered cost plans are developed -- one which
contains allowable costs as defined by federal A-87 Cost Plan Procedures and another which charges full costs to
non-grant activities (e.g., user charges to external agencies that might use the County communications system).

84



fund has no legal restrictions on the use of funds and, in FY 2002-03, the County drew down
nearly the entire balance in this fund to help finance operations.

Many of the special revenue funds that have been established by the County are commonly
found in other jurisdictions. However, three funds have been established by the County that
include a variety of significant revenue sources. These revenues are not apparent when reading
the financial statements or typically budgeted unless a decision is made by the County
Administrator and/or departments to transfer the money into the County General Fund. As
defined in the June 30, 2003 CAFR, these three funds include the:

» Health and Welfare Special Revenue Fund - "Funds for specific programs in the areas of
Animal Control, Public Health, Environmental Health, Mental Health, Alcohol and Drugs,
Hospital Contributions, Emergency Medical Services, Other Health and Social Services."

*  Department Special Revenue Fund - "Funds for specific programs in non-health and welfare
programs."

= Restricted Revenue Special Revenue Fund - "Revenue restricted for specific uses in County
programs.”

As part of this analysis, the Auditor-Controller provided a detailed accounting for these special
revenue funds as of June 30, 2004. Based on this information, the Board of Supervisors should
request a detailed analysis of these funds by the Auditor-Controller, with assistance from County
Counsel, to determine any restrictions on these balances. If any funds are legally available, the
Board of Supervisors should transfer those balances into the General Fund to pay for current

costs of operations. For example, the following funds and accounts with sizable balances should
be examined by the Auditor-Controller:

Health and Welfare Special Revenue Fund - As of June 30, 2004, the Auditor-Controller reports
that $5.9 million was in the Health and Welfare Special Revenue Fund. The fund consists of
three accounts, including a Mental Health Account that held a balance of $4,967,699. The
Auditor-Controller states that the funds are transferred from this balance to the General Fund
each year based on analysis of maintenance of effort requirements that must be met by the
departments. The remainder of the Health and Welfare Special Revenue Fund includes a Social
Services Reserve Account ($500,000) and a Health Department Reserve Account ($950,052).
These monies primarily consist of Realignment Sales Tax apportioned by the State. These fund
balances could potentially be accessed by the County, and should be examined thoroughly by the
Auditor-Controller and County Counsel for release to the General Fund.

Account 3350 AB 818 - The $1,416,302 June 30, 2004 fund balance is money from the State that
is received to fund the "Property Tax Administration Program." This program was adopted and
has been modified repeatedly since the early 1990s to provide incentive money to counties to
enhance collections of property taxes. The funds may be used to finance Assessor costs, as well
as property tax related activities in the offices of the Tax Collector, Auditor-Controller, County
Counsel and Assessment Appeals departments. Under the terms of the legislation and annual
agreement with the State, any year-end balances may be used for the general property tax
collection purposes defined in law, provided the County meets or exceeds its maintenance of
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effort requirements (based on FY 1994-95 service levels). In FY 2004-05, the Assessor budgeted
a $98,000 decrease in the current grant amount. The budget provides $233,175 to the Tax
Collector and $100,907 to the Auditor-Controller to defray those departments' costs of property
tax administration. Thus, the Auditor-Controller and County Counsel should examine the
$1,416,302 June 30 balance to determine if any amount of these funds may be available for
general property tax collection purpose expenditures.

Accounts 3330 Recorder's S.B. 2277 Fees and 3331 Recorder's Micrographics - Combined, these
two accounts had over $2.4 million in fund balance as of June 30, 2004. These monies are
derived from fees that are established by State law and may be used for technology
enhancements to the Recorder's operations. A review of the County's FY 2004-05 Recommended
Budget indicates that the costs for the Recorder-County Clerk operation is entirely offset by fees,
and that technological enhancements to the operation have been significant. In FY 2004-05, the
Recorder-County Clerk will be exploring an upgrade to the Recording/Cashiering/Imaging
System software. So, it is uncertain whether any of these substantial funds are available.
Nonetheless, the purpose and availability of these funds should be well defined and reported
each year to the Board of Supervisors. The Auditor-Controller and County Administrator should

investigate whether these funds can be used to partially offset replacement costs of the County’s
financial systems.

Account 3488 Citizen's Option Public Safety - The $1,234,110 June 30, 2004 fund balance was
received from the federal and State governments by the County to fund supplemental law
enforcement services. According to the FY 2004-05 Recommended Budget (Page 204), "As with
prior years, the District Attorney and Sheriff's budgets include nine unfunded positions that will
be funded through appropriation of the Citizen's Option for Public Safety (COPS) Program
funding. In compliance with State law, the Board of Supervisors must consider the allocation of
COPS funds in a public hearing in September, separate and apart from regular public hearings."
The account balance should be examined closely to determine whether additional funds may be
available to provide support for Sheriff's Department and District Attorney Office services.

Other balances may also be available from these special revenue funds, including money for
substance abuse treatment programs. In addition, the County should examine its suspense
accounts to determine whether money placed on deposit with the County may be available to the
General Fund. For example, the County was holding $766,534 as of June 30, 2004 in Account
2785 "Cash Grading Bond Deposits," some of which may be due to the County or to the
depositor. Most importantly, the Board of Supervisors should closely scrutinize its special

revenue funds to ensure that major balances are clearly reported in both the CAFR and the
annual recommended budget.

Capital Project Funds

Capital projects funds are used to account for the acquisition or construction of major capital

facilities. Monterey County has established six funds that segregate capital activities. The three
primary capital project funds are as follows:
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Facilities Master Plan Implementation Capital Project Fund — The Facilities Master Plan,
approved by the Board of Supervisors in FY 2000-01, identified a number of specific facility
needs as County priorities, including a new County Administration building and renovation of
Courthouse, Health Services, and Natividad Medical Center facilities. The Plan estimated the
total cost of these projects to be approximately $73.2 million. A County Administrative Office
report to the Board noted that this cost did not include funding for several items, including
interim space, moving expenses, and furniture and equipment needs, and projected that these
items could increase the total estimated Facilities Master Plan cost by 20 percent to $87.7
million. The primary revenue sources for these capital activities are proceeds from the sale of
Certificates of Participation (COP), which is long-term debt financing, interest earnings, Court
fines legally restricted to Courthouse construction, rebates of excess County contributions to the
Public Employees Retirement System, and other non-restricted monies. Further, Tobacco
Settlement monies have been designated for repayment of the COP debt service. The Capital
Projects Management Division of the County Administrative Office administers this fund.
According to the County’s Comprehensive Annual Financial Report (CAFR), this fund meets the
criteria of a major fund, and thus represents a significant financial activity for the County.

Capital Projects Management Capital Project Fund — This fund is used for the construction of
new County facilities not identified and funded by the Facility Master Plan Implementation. The
primary projects over the last several years include Juvenile Hall, Emergency Services, and
Animal Control facilities. These projects are funded with restricted revenues from other
governmental agencies, interest earnings, and General Fund contributions, including surplus fund
balances which exceed budgetary estimates. The Capital Projects Management Division of the
County Administrative Office administers this fund.

Facilities Maintenance Project Capital Project Fund — This fund, administered by the General
Services Department, accounts for the resources used for major maintenance, repair, or

remodeling of existing facilities. Primary revenue sources include transfers in from the Capital
Projects Management Capital Project Fund.

The other three capital project funds are related to Redevelopment Agency activities.

As noted, capital project priorities were identified in the Facilities Master Plan dated March
2001. Additional projects funded through the Capital Projects Management and the Facilities
Maintenance Project Capital Project Funds are identified from a listing of historical facilities
needs and informal CAO deliberations during the budget process. According to the County
Administrative Office, priority is given to projects that are critical needs based on some
extenuating circumstance, such as seismic issues. These projects are limited by the funding
sources identified above, which include restricted and unrestricted revenues and surplus fund

balances. As stated in the FY 2004-05 Recommended Budget, County policy on the use of
surplus fund balance is as follows:

“At the time the Final Budget is approved by the Board of Supervisors, the actual fund
balance for the year that has just been completed is not known. When the actual fund
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balance is determined by the Auditor-Controller’s Office, the County Administrative
Officer shall budget any excess fund balance from the amount that was used during the

budget hearing in a capital project fund administered by the County Administrative
Office.”

A common premise is that one-time revenues should be used for one-time expenditures, such as
capital projects, so that a structural imbalance in a governmental agency’s funding structure is
not developed. However, ongoing surplus of General Fund Balance does not represent a one-
time funding source. As shown in Table 3.2, over three of the last four years, surplus General

Fund balances have been high, but were considerably impacted by the economic downturn and
the County’s fiscal crisis.

Table 3.2

Surplus General Fund Balance
Fiscal Year Surplus
1999-2000 $5,225,418
2000-2001 3,061,786
2001-2002 3,264,538
2002-2003 204,930

Further, the CAO has historically reserved surplus funding in the Capital Projects Management

Capital Project Fund as “Unspecified — Need Board Approval”. Table 3.3 provides detail for the
last four years.

Table 3.3
Unspecified Capital Project Reserves
Fiscal Adopted Adjusted
Year Budget Budget
2000-2001 $1,151,693 |  $1,151,693
2001-2002 1,296,224 1,296,224
2002-2003 1,074,224 1,074,224
2003-2004 658,906 1,452,125
2004-2005 802,465 n/a

It should be noted that surplus General Fund Balance is not the sole determination of these
unspecified reserves and the surplus General Fund Balance may be appropriated during the year
for other capital project activities. Capital project priorities and funding decisions are based on
informal discussions between the County Administrator, the Capital Projects Management
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Division, and departments, rather than a formal process for establishing capital project needs.
Further, there are competing needs, both one-time (such as information systems discussed in
detail in Section 4) as well as ongoing (such as the closing of a permit center discussed in detail
in Section 7), that should be included in a discussion of funding alternatives, especially if there is
no identified use for these capital funds. Until the County identifies specific funding needs,
unspecified capital project funds do not need to be set aside. Therefore, these unspecified
reserves and surplus fund balances should be placed in a General Fund reserve and not
segregated from other competing County needs unless there is a specific need identified in a

strategic, and comprehensive, capital needs assessment or other formalized process for
establishing capital needs.

Another significant issue for capital projects funding is the tracking and monitoring of budget to
actual expenditures, which is critical for determining whether projects are over or under budget.
In Monterey County, capital funds, if not spent, are re-appropriated each year. Adding
appropriations across years does not equal total funding sources for any given project. Thus, it is
difficult to assess project progress because the budget is not based on a funding schedule and the
budget does not reflect whether the projects are over or under-expending. Accordingly, the CAO
Capital Projects Management Division monitors project status with financial accounting system

reports and manually prepared status reports that compare budget and actual expenditures on a
project by project basis.

The Facilities Master Plan Implementation Capital Project Fund has budgeted a $3,520,744
contingency reserve in FY 2004-05. According to the Capital Projects Management Division, the
contingency reserve is surplus fund balance. However, there is no formal policy or guidelines
that specify how much should be held on reserve and there was no contingency reserve budgeted
in FY 2003-04. Further, project cost estimates, which are the basis for budgeted amounts,
include a 10 to 15 percent construction contingency amount as well as an additional contingency
for project scope changes. Thus, the $3,520,744 contingency reserve funds may be available for
alternative uses because the Facilities Master Plan Implementation Capital Project Fund also
recetves funding from non-restricted revenue sources.

Reserve Policies

As stated in the June 30, 2003 CAFR, "Monterey County has not adopted a formal reserve policy
nor have funds been reserved for contingencies. Contingency funds are typically appropriated on
a year-to-year basis of approximately $3.5 million." In FY 2003-04 and FY 2004-05, the Board
of Supervisors appropriated contingency reserves of $3.0 in each year. On May 6, 2003, the
Board of Supervisors also established a reserve policy for Workers' Compensation liabilities at a
70 percent confidence level (reduced from a previous policy of 80 percent confidence level).'” At
the same time, the Board also approved a 10-year funding plan to provide for the Workers'

' A 50 percent confidence level represents the expected cost of claims liability. At higher confidence levels,

additional reserves are established to ensure that sufficient funds have been set aside to finance actual claims cost, in
the event the estimates of claims liabilities are understated. The Governmental Accounting Standards Board (GASB)
requires that claims liability be reported at the expected, or 50 percent confidence level.
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Compensation unfunded liability at the 70 percent confidence level. As of June 30, 2003, the
County had an approximate $18.5 million unfunded liability at the 50 percent confidence level.

Contingency Reserves

Contingency reserves are generally established to provide a jurisdiction with supplemental
resources from which to fund programs during the year when unanticipated needs or revenue
loses occur. According to the FY 2004-05 Recommended Budget, "The General Fund
Contingencies are recommended at $3.0 million, the same amount as in FY 2003-04. By law,
each contingency account may not exceed 15% of the total appropriations for that fund. The

General Fund Contingency is recommended at 0.7% of the General Fund appropriations, which
totals $424 million.""'

As discussed in Section 5 of this report, the County has experienced significant fluctuations in
General Fund revenues and expenditures during the past several years, and there continues to be
significant uncertainty regarding the State economy. Recognizing this environment, several
jurisdictions have established more comprehensive reserve policies that include:

* A general contingency reserve to provide funding for usual unanticipated needs, such as mid-

year program enhancements or changes;

An economic uncertainty reserve to smooth dramatic fluctuations in the receipt of revenue
and/or expenditures due to economic conditions; and,

An emergency reserve to provide immediate resources to respond to natural disasters, civic
unrest and other emergencies.

Around each type of reserve, the Board of Supervisors can create different policies regarding the
purposes, levels as defined by percentage of operating budget, the rules under which the reserves
can be accessed. The Board of Supervisors, in consultation with the County Administrator and
the Auditor-Controller, should examine and adopt contingency reserve policies that specifically
address each of the component purposes described in this finding.

Other Reserves

As discussed in the FY 2004-05 Recommended Budget, the County adopted a reserve policy to
fund Workers' Compensation reserves at a 70 percent confidence level, and on May 6, 2003,
implemented a ten year funding plan for these reserves. This action was appropriate. However,
there is no confidence level established for General liability self insurance. According to the
Auditor-Controller, the actuary does not calculate a confidence level and, instead, uses the
expected value of 50 percent to fund General liability self insurance reserves.

Based on the documentation reviewed for this study, it was not clear whether the Board had
adopted formal reserve policies for other areas of its operations. Clearly, there is no reserve

"' California Government Code Section 29084
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policy for the vehicle, equipment or technology replacement needs of the County; and, as we
discussed previously, the contingency reserves established for Capital Projects activities seem to
be based on available funds and not on any strategic approach or project planning mechanism.

Accordingly, as part of its review of fund structure and deliberations regarding contingency
reserves, the Board of Supervisors should consider and regularly revisit reserve policies related
to these and other areas of County operations. In addition to the General Fund, reserve policies in
the County's other operating funds should also be considered.

Conclusions

Monterey County has not established a strong fund structure or developed comprehensive
reserve policies that are linked to the budget. For example, the County did not establish an
Internal Service Fund (ISF) to account for self insurance assets and liabilities until FY 2004-05,
after there was an actuarially determined unfunded liability of over $18.5 million. Also, the
Board of Supervisors has not adopted a formal General Fund contingency reserve policy.
Further, the County has not established separate funds for internal service activities nor has it
established sufficient reserves for funding vehicle, equipment or information technology needs.

Because the County has not maximized its use of the fund structure and reserve funding is
insufficient, the County is exposed to financial and operational risks that might otherwise be
avoided. In a significant current example, the County’s financial, budget and human resource
information systems require significant upgrade or replacement, and the financial system will no
longer receive technical support from the vendor in FY 2004-05. Because the County had not
built a reserve for the eventual replacement of this 20-year old system, the Information
Technology Department must commit significant in-house resources to support the system and
create patchwork functionality that is commonly available in modern systems. Further, during

these more difficult financial times, system upgrade or replacement strategies must compete with
other current needs in the County.

Recommendations
The Board of Supervisors should:

3.1 With the Auditor-Controller and County Administrator, convene a working group to
establish stronger accounting and budget structures within the County. The primary goals
of this group should be to:
= Establish clear linkages between the CAFR and the Budget;

* Improve budget and financial reporting transparency;
= Create internal service funds for the purpose of managing vehicles, equipment and
information technology needs; and,

= Create well-defined special revenue funds for the receipt and disbursement of legally
restricted sources of revenue.
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3.2

3.3

3.4

3.5

3.6

3.7

Request the Auditor-Controller to report on the balances included in the Health and
Welfare, Departmental and Restricted Revenue special revenue funds and the Facilities
Master Plan Implementation and Capital Projects Management capital projects funds,
and, with County Counsel, define the legal restrictions on the use of these funds.

Transfer any available special revenue funds and capital project funds into the General
Fund for appropriation.

Establish General Fund contingency and emergency reserve policies.
Formalize a process for establishing capital project needs and funding schedules.

Revise the surplus fund balance policy to require that General Fund surplus fund balance
be deposited into a General Fund contingency reserve rather than a capital projects fund.

Establish and/or formalize prudent self-insurance, vehicle, equipment and information
technology reserve policies and strategies.

Costs and Benefits

There would be no cost to implement the recommendations, although the County Administrator

and Auditor-Controller would be required to expend staff time and employ other resources to
restructure the budget and accounting systems.

Budget and financial reporting would be more strategically linked. Budget and financial
information would become more transparent to the Board of Supervisors, County managers,
stakeholders and members of the public. The County would be positioned to replace critical
equipment, fixed assets and information systems when required. Some funding may be available
from the County's special revenue funds after a thorough examination by the Auditor-Controller
and County Counsel.
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4. Financial Management Information Systems

e The County of Monterey does not have the financial management systems in
place that provide useful and timely financial data and information that is
necessary for sound financial management. Systems do not provide financial
data and information at a detailed level required for decision making, do not
provide timely or flexible financial reporting, and lack basic internal control
features. The vendor of the County’s financial accounting system will cease
vendor support effective July 1, 2005.

e Not only are the existing systems ineffective, they result in increased indirect
costs due to the creation of parallel financial systems by the departments and
the development of manual processes that could otherwise be automated.
The financial accounting, budget and human resources/payroll systems are
not integrated. Additionally, without useful and timely financial data and
information, the County increases the likelihood of poor decision-making
and the likelihood that poor decision-making will materially impact
department or County operations.

e The Auditor-Controller should develop and submit to the Board of
Supervisors for consideration a staffing proposal and a plan with project
deliverables for conducting a financial management information systems
needs assessment commencing in FY 2004-05.

As with any large organization, the County’s financial management information systems are
critical for control over the County’s financial resources and are fundamental to sound decision
making with respect to all County operations. Accordingly, the data and information provided
by the financial management systems, including the financial accounting, budget and human
resource/payroll systems, must be complete, useful, reliable, and timely.

Financial Accounting System

Currently, the County utilizes the Advantage Financial System (AFIN) as its core financial
system, which is maintained and operated by the Office of the Auditor-Controller. AFIN is a
mainframe system implemented over 20 years ago. According to the Auditor-Controller, the
system 1s operating at only a fraction of its functionality because implementation was poorly
conceived and executed. For example, Agency Codes are traditionally used as an identifier for
the broad organizational unit, such as the County of Monterey or the Monterey County
Redevelopment Agency. However, departments that need to have separate budgets for different
functions, or budget units, have established separate Agency Codes because of budget system
constraints. Thus, the AFIN system is unable to roll-up and provide summary information at the
department level because the structure was developed to provide summary information at the
Agency Code level. In order to obtain summary payroll information at the department level, the
Auditor-Controller has customized its payroll system, but no customization has occurred to
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provide AFIN data and information at the departmental level. Another example is the field for
invoice numbers, which historically was not required to be used. Departments used the field for
a number of different reasons, including the input of dates rather than data with a numeric
format, or the field was not used. Thus, there was no way to track payments by invoice or
otherwise ensure that duplicate payments were not paid for any given invoice. The Auditor-

Controller, starting in FY 2003-04, now requires departments to use this field for invoice
numbers.

In addition to weaknesses in the accounting structure and its application, the system has become
obsolete. The system uses batch processing and data and information are not available real-time.
Reporting capabilities are limited, restricted to either screen prints or monthly system reports that
are inflexible and are not available until at least 11 days, but up to 17 days, after month end. In
the focus group and survey conducted as part of this audit, fiscal officers reported the primary
problems with AFIN to be the timeliness of reporting and the limited flexibility of the system
with respect to system queries. Thus, the accounting structure and the rigid reporting framework

restrict access to important data and information available to departments and County
management.

The Information Technology Department (ITD) has procured an application called InfoWeb with
the intent of providing data and information in a more timely and useful format than what the
County’s mainframe systems currently provide. According to ITD, this tool will enable system
users to view mainframe reports over the County’s intranet and provides the capability to import
data into Excel spreadsheets which would increase the analytical capabilities of system users.
Implementation of InfoWeb and application to the Social Services mainframe is planned for FY
2004-05. However, according to ITD, this application will not be applied to AFIN due to
ongoing resource application requirements which the Auditor-Controller will not be able to
provide. Further, while ITD notes that this would increase the timeliness of data and information
availability, it would only reduce the timing by one to two business days for AFIN users because
system reports are printed during weekends and distributed on Mondays.'> AFIN data and
information would be provided by InfoWeb on Thursday or Friday of the previous week. This
particular issue is representative of the patchwork approach to system limitations and
demonstrates that ultimately system needs are still not being addressed.

According to the Auditor-Controller’s Office, the Department rarely relies upon the system
vendor for support and the vendor has notified the County that vendor support will cease
effective July 1, 2005. A formal announcement that vendor support would discontinue was made
at the user group meeting in October 2002 attended by both Auditor-Controller and County
Administrative Office staff. According to the Auditor-Controller’s Office, there are no
subsequent versions of AFIN to which the County could upgrade its existing application without
significant resources. The vendor has a later version of AFIN, which is a Web-based, real-time
application that, according to the vendor’s marketing literature, “was designed and built from the

'> The timing of printing AFIN reports is subject to negotiation between the Auditor-Controller and the Information
Technology Department and does not necessarily have to occur during weekends.
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ground up.” According to the Auditor-Controller’s Office, an upgrade to the new AFIN would
be tantamount to the installation of a new application, regardless of vendor.

The present version of AFIN, which has been functioning for over 20 years, is relatively stable,
and according to the Auditor-Controller’s Office, rarely goes down. Additionally, because the
Auditor-Controller does not want to spend much time or resources on upgrading or customizing
an obsolete system, the Department does not utilize vendor support frequently and many small
programming needs have been resolved in-house. It is critical to note that the Department has
only one information systems support position to manage and maintain this core County
information system along with the Auditor-Controller’s other information systems and
applications. Thus, the Auditor-Controller relies solely upon the vendor as a backup in case the
system goes down and does not have any other business continuity plan after July 1, 2005, when
vendor support will cease. Business continuity has been cited in the last two independent
financial audit management letters with a recommendation to establish an arrangement with
another jurisdiction so that the processing of critical transactions, such as payroll and vendor
payments, would continue if there were to be a system failure. According to the Auditor-

Controller’s Office, there has been no progress made in establishing such an arrangement and
this remains an ongoing issue.

Human Resources/Payroll

The Auditor-Controller also maintains a human resources/payroll system, which is a mainframe
system purchased by the County over 15 years ago. In 2000, the County Administrator
commissioned an assessment of the payroll system from an outside consultant which found that
the payroll system operates “below a minimum acceptable standard of functionality.”"> The
major findings were that the system was poorly implemented, is not reliable, lacks critical
functions, and is difficult to use. As a result of that report, the outside consultant developed a
Request for Proposal and the County subsequently received and evaluated seven proposals. The
Auditor-Controller was in the process of refining the proposals and negotiating with two vendors
when the project was suspended due to budget constraints.

Additionally, the independent financial auditor has identified internal control weakness in the
payroll process during its last two financial audits. The management letters noted that Auditor-
Controller staff were maintaining human resource files in addition to processing payroll.
Because these two functions are not segregated, there is an increased risk of errors or fraud
occurring and not being detected. To address this internal control weakness noted by the
independent auditors, the Auditor-Controller stated in his response that this issue would be
resolved by the implementation of a new Human Resources/Payroll system, which was in
process at the time the October 9, 2003 management letter was issued. However, as noted above,
replacement of the Human Resources/Payroll system has been suspended. In the interim, the
Auditor-Controller continues to rely upon the decentralization of the time entry input at
departments and although the Auditor-Controller’s Office has a central data entry unit which is

" Coplan & Company, Assessment of the Payroll System, Auditor-Controller Payroll Division, Monterey County,
October 24, 2000.
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separate from the departmental payroll divisions, segregation of duties remains a critical internal
control weakness.

Budget System

Finally, the Office of the County Administrator maintains a budget system which was developed
in-house. According to the fiscal officers attending the focus group, the system is antiquated
and, while the system records data, it is not a useful analytical tool. The budget system only
allows for budgetary data and information at one level, the “budget unit” level, which
corresponds to, and has inappropriately resulted in, multiple Agency Codes in AFIN. The
impacts of this limitation are significant. Departments are limited in the level at which they
would like to maintain and monitor budgetary control, which weakens the County’s ability to
control operations. For several departments that require budgetary information at a lower level of
detail than provided by the budget system, the departments develop internal spreadsheets that
breakdown budgeted amounts into divisions or categories within the budget unit. Auditor-
Controller manually inputs this information from departmental spreadsheets into the AFIN
system. Further, as noted above, budget system and structure limitations result in additional

custom code and maintenance in other financial systems, such as the human resource/payroll
system.

Information Systems Strategic Planning

On March 18, 2003, the Board of Supervisors adopted the Monterey County Information
Technology Strategic Plan, which is a five-year strategic plan to be reviewed and updated at least
annually as part of the budget process. This plan was developed by the Department Head
Information Technology Steering Committee comprised of department heads and their
departmental representatives, who identified information technology project priorities in light of
the severe budgetary impacts of the economic slowdown and the State’s fiscal crisis. Of the 55
projects identified by the Committee, 14 were deemed to be mandated and were, therefore,
recommended for funding. Included in these 14 projects, the Committee recommended a new
human resource/payroll system to be funded in FY 2002-03 (ranked 4™ of 8 projects
recommended for FY 2002-03) and replacement of the budget and financial systems in FY 2003-
04 (ranked 1% of 5 projects in FY 2003-04). Because the County had not established reserves for
replacement of information systems, funding for these projects needed to be identified from the
County’s current annual operating resources. In the FY 2003-04 budget, the Auditor-Controller
received authorization for four Business Analyst positions to start the process of moving forward
with replacement of the human resources/payroll system and the financial system and $1.4
million was set aside for the first year of funding for equipment and consulting costs.

The Information Technology Strategic Plan was updated in February 2004 for consideration
during the FY 2004-05 budget process. The plan noted severe budgetary constraints and the
human resource/payroll system was suspended and, along with the budget and financial system,
was deferred until FY 2005-06. The four Business Analyst positions added in FY 2003-04,
having never been funded or filled, were eliminated.
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Impact of Current Status of the County’s Financial Management
Systems

Given the technological advances over the past 20 years and the growth of County operations,
the County’s financial management information systems are antiquated and have not kept pace
with the sophisticated requirements of managing a large governmental organization. As a result,
the County incurs increasing indirect costs and assumes increased levels of risk. Departments
have developed parallel financial systems, oftentimes Excel spreadsheets, to be able to obtain
real-time financial data and information in a format that is useful for department management.
These parallel systems use significant staff resources because they often require manual input of
transactions, manipulation of the data and information, and reconciliation with the AFIN system.
Further, the 2000 payroll assessment noted a number of parallel system in several departments
used for cost allocation, time and attendance, and human resource functions. These parallel
systems were also determined to be necessary according to the focus group. In fact, most fiscal

officers reported that they verify the financial accuracy of AFIN data using parallel systems,
including Excel spreadsheets.

Without useful and timely financial data and information, the County exposes itself to poor
decision-making and the likelihood that poor decision-making will materially impact department
or County operations. Even with parallel systems, financial tracking and monitoring is not
systemized or necessarily compliant with good financial management practices. Manual
processes are more prone to human error and duplicate data entry increases the likelihood of
errors or the input of inconsistent or incomplete data and information. Additionally, the
independent financial auditor has noted that departments are not filing claims for reimbursement
from federal, State, and other grantor agencies on a timely basis. In part, this is due to the
difficulties departments incur in compiling cost data and information, including insufficient cost
detail and the significant time lag for obtaining financial reports. Untimely claims and
reimbursements result in tangible losses of interest income to the County and can cause issues
with cash flow if those claims and reimbursements are substantial.

Further, antiquated and obsolete financial systems require significant staff time for data input,
reconciliation, and other manual processes that are required to address the limited functionality
of the existing system. In response to findings in the independent financial auditor’s management
letters, the Auditor-Controller has reported that there are insufficient staff resources to conduct

balance sheet account reconciliations, an essential financial control that typically should be an
automated process.

Because of these issues, the Auditor-Controller should immediately start the process of replacing
the County’s financial systems by moving forward on a comprehensive needs assessment for the
financial accounting, budget, and human resource/payroll systems. This would include
dedicating sufficient staffing resources for the needs assessment, involving stakeholders early,
and establishing an information technology reserve and a plan for funding the reserve. Because
of the limited staffing resources in the Auditor-Controller’s office as noted in the previous
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section, the Auditor-Controller should submit a staffing proposal to the Board of Supervisors for
funding. Available funding resources may include the $800,000 contingency budgeted in the
Capital Projects Management Fund or any excess fund balance as of June 30, 2004 that exceeds
budgeted fund balance. Further, to ensure the availability of future funding for systems upgrade
or replacement, an Information Technology Reserve should be established and funded from
departmental depreciation charges after the acquisition of new financial management information
systems. This would also capture system costs such that federal and State grants could be billed
a proportionate share of system costs. Refer to Section 3 for more discussion on revisions to the
fund structure and the use of Internal Service Funds.

Conclusions

The County of Monterey does not have the financial management systems in place that provide
useful and timely financial data and information that is necessary for sound financial
management. Further, not only are the existing systems ineffective, they result in increased
indirect costs due to the creation of parallel financial systems and the development of manual
processes that could otherwise be automated.

Recommendations
The Auditor-Controller should:

4.1 Develop a staffing proposal and a plan with project deliverables for conducting a
financial management information systems needs assessment, including the financial
accounting, budget, and human resources/payroll systems, commencing in FY 2004-05.

The Board of Supervisors should:

4.2  Consider the Auditor-Controller’s staffing proposal and approve a reasonable plan for
moving forward with a financial management information systems needs assessment.

43 Identify, in coordination with the County Administrator, funding sources for the needs
assessment and approve a supplemental appropriation for such purposes. Sources of
funds could include the $800,000 capital projects contingency and any excess fund
balance that has not been budgeted in FY 2004-05.

44  Establish an Information Technology Internal Service Fund and an Information
Technology Reserve to be funded from departmental depreciation charges after the
acquisition of new financial management information systems.
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Costs and Benefits

While the financial cost of implementing new financial management information systems can be
significant, this should not preclude the development of a needs assessment which would address
cost considerations in developing system alternatives. The savings that would be realized by
implementing efficient and effective systems would be substantial, including the reduction of
staff time used in producing parallel financial reports and conducting manual processes. Further,
because financial management information systems are a financial management tool, new
systems would produce better financial and operational management countywide resulting in
hard to identify, but tangible savings.
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Revenue and Expenditure Budgeting

Monterey County follows standard budget development protocol when
compiling the Recommended Budget. In addition, recommended changes to
the base budget have generally been consistent with broad Board principles
after negotiation between the County Administrator and department
managers. This process has been characterized as collaborative and is
generally preferred by Board members, County managers and fiscal officers
over other approaches.

However, annual variances between the Recommended Budget and the
actual results of operations have been significant in recent years. General
Fund revenue surpluses have ranged from $19.6 million to $29.0 million over
the three years, FY 2001-02 through FY 2003-04. Spending resulted in a
$13.3 million surplus in FY 2001-02, and a $21.8 million and an $8.2 million
deficit in FY 2002-03 and FY 2003-04 respectively. Overall, the County has
generated year-end General Fund surplus of between 1.9 percent and 9.4
percent of operating expenses during these three years.

In FY 2004-05, the County has budgeted approximately $46.5 million to
provide funding for budget uncertainty and future year expenses. This $46.5
million represents approximately 11.0 percent of the General Fund operating
budget of $424.2 million, and does not include nearly $26.0 million in legally
restricted reserves or additional surplus that might result from actual year-
end budget results. For example, financial statement trial balances indicate
that the FY 2004-05 Recommended Budget may understate major FY 2003-
04 estimated revenues by as much as $2.6 million.

Although the County should continue to budget conservatively, efforts could
be made to improve analytical precision when projecting major discretionary
revenues and certain expenditures. Further, the County should enhance
budget transparency by annually providing summary analysis of prior year
budget performance and available fund balance. By improving analytical
precision and providing the recommended analyses, confidence in the budget
will increase and the Board of Supervisors will be better informed when
making critical decisions that affect services to the community.

It 1s important to recognize that public sector budget development is a complex and dynamic
process that is filled with uncertainty. The taxation and service delivery structures in California
make it challenging for local jurisdictions to develop reliable budgets. Counties, in particular, are
disproportionately affected by external economic and political factors. In California, the State
has had an historic inability to adopt a budget until well after the start of the fiscal year and,
during times of extreme economic uncertainty, proposals to balance the State budget using
resources that are allocated to local government typically swirl around the Capitol until the final

budget is adopted. :
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Nonetheless, county managers are required to sort through this uncertainty and construct budgets
that are responsible, while permitting flexibility when conditions change. In Monterey County,

as in most counties, this is accomplished using a technical budget development process that has
three basic phases:

1.

Base Budget Development - Beginning in the middle of each fiscal year, the County Budget
and Analysis Division begins to work with departments to develop the base budget
projections for the coming fiscal year. The base budget has many analytical components. The
first step is to estimate the revenues and other resources that will be available to finance
County operations. Projections of major discretionary revenues, such as property tax, sales
tax, motor vehicle in-lieu tax, and others are developed centrally by the Budget and Analysis
division with input from other County officials who are able to contribute to the analysis
(e.g., the Assessor-County Clerk-Recorder and the Auditor-Controller). For revenues that are
earned as a result of departmental activities, such as federal and State grants, fines, fees and
other charges for service, the projections are prepared by department fiscal officers.

The second step is to estimate expenditures. Most of this work is performed by the
department fiscal officers, who are familiar with the staffing, contract, service and supply
requirements of their departments. However, certain key assumptions are developed centrally

and provided by the County Administrator, such as those surrounding employee benefit costs
and inflation factors for common goods and services.

Lastly, after compiling all of the budget information that is produced centrally and by the
departments, the Budget and Analysis Division conducts additional analysis and determines
whether the projected resources will be sufficient to fund current levels of services. The
product of these efforts is called the base budget.

Budget Negotiation - After constructing the base budget, the County Administrator
determines whether the County will have a projected budget surplus or deficit. If there is a
projected surplus, as in past years, departments are instructed to prepare budget augmentation
requests. These requests are then reviewed, prioritized by the County Administrator and
submitted to the Board of Supervisors for consideration.

If there is a projected deficit, as in the two most recent years, the County Administrator
develops proposed budget reduction targets for each of the departments and submits the
proposal to the Board of Supervisors for consideration. For FY 2004-05, these targets were
first presented to the Board in October 2003. The targets were defined based on the concept
of "Net County Cost,"” which is the difference between a department's total cost and
departmental revenue. The Net County Cost is considered a critical budget factor in

Monterey County because it is the portion of the budget that is funded from discretionary
revenue (1.e., general taxes).

To develop the budget reduction plans, the current County Administrator has developed a
budget negotiation process that was characterized during interviews as "collaborative." Under
previous administrations, we were advised that departments were essentially told the amount
of their budget and would have to adjust their spending accordingly. Under the current
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collaborative process, department managers are asked to work together to develop strategies
for increasing revenues or achieving budget savings. This is a long process which, for FY
2004-05, lasted from late 2003 until the budget was adopted in June. In addition to manager
level meetings, a series of public meetings were held with the Board of Supervisors, acting in
its capacity as the Budget Planning Committee, to present budget alternatives that would
achieve targeted revenue increase or cost savings amounts. Board members, County
managers and fiscal officers are generally supportive of this approach.

3. Recommended Budget - After negotiating the budget changes, the County Administrator
prepares the Recommended Budget and presents it to the Board of Supervisors for
consideration. During the Recommended Budget development phase, earlier projections of
revenues and expenditures are refined and adjustments are made based on management
decisions made during the budget negotiation process. This is a difficult step which must be
completed in a short amount of time. Much information essential for reliable budget
estimating does not become available until April, May or much later. For many major
revenue sources, statutory, processing and political delays make it difficult to accurately
make projections until after the fiscal year begins.

For example, an accurate projection of property tax cannot be made until after the Assessor-
County Clerk-Recorder closes the tax roll on June 30. Sales tax revenue receipts for the prior
fiscal year are not received until three months after they are collected so that merchants can
submit their payments and the State can make its statutory allocations to jurisdictions. These
delays make it difficult to project year-end collections and track collection trends for
projecting into the next fiscal year. And, most significantly, the State Legislature must act on
the Governor's proposed budget, which is not submitted until early May. Historically, the
State budget is not approved for many weeks after the start of the fiscal year, which is
particularly problematic because the State has frequently modified the apportionment of

major revenue sources to counties, cities, schools and special districts in an effort to balance
its own budget.

Because of the dynamic and uncertain character of local government budgeting, public sector
managers typically recommend budgets that are based on conservative estimates of revenues and
expenditures. While this is fiscally prudent, the public, the Board and other stakeholders
sometimes view conservative budgets harshly if the budget estimates deviate significantly from
actual results. Accordingly, it is critical that local government managers strive to develop
budgets that are as transparent and precise as possible.

Section 3 of this report discusses opportunities for improving the organization of the County's
financial structure and budget in ways that would make the budget more transparent to the
reader. This section discusses the County's success at developing budget estimates that are
reasonable and within an acceptable margin of precision. Accordingly, Table 5.1 below,

compares Monterey County's annual budget with the actual results of operations for each of the
three most recent fiscal years.'*

" Data obtained from State Controller County Budget Act Schedules 1, 5 and 7.
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As shown, the results of operations have deviated from the adopted budget in each of the fiscal
years reviewed. The annual variance has ranged from approximately 1.9 percent in FY 2002-03
to as high as 9.4 percent in FY 2001-02. An examination of this data reveals the following:

In each of the years, budgeted revenue estimates have been significantly below the actual
amount of revenues collected, resulting in operating surplus ranging from $19.6 million in
FY 2003-04 to $29.8 million in FY 2002-03.

= At the same time, the County overestimated expenditures and realized a surplus of $13.3
million in FY 2001-02, which was the first year of the current economic downturn. However,
in each of the next two years, the County underestimated expenditures, resulting in year-end
deficits of $21.8 million in FY 2002-03 and $8.2 million in FY 2003-04.

The surplus resources that resulted from the actual results of operations (i.e., actual revenues
less actual expenditures) ranged from nearly $8.0 million in FY 2002-03 to approximately
$37.4 million in FY 2001-02. These year-end surpluses have typically been used by the
County to supplement budgeted resources in the next fiscal year, and are integrated into the
Undesignated Fund Balance figures shown in the first column of the table. "

For FY 2004-05, the County Administrator and Auditor-Controller estimated a beginning
fund balance of $12.6 million to help fund the budget for the year. It should be noted that the

County has also added $22.4 million to its fund balance designations'® for various anticipated
needs.

In addition to the $22.4 million in new fund balance designations, the County had carried
over approximately $7.7 in prior year designations that are not included in Table 5.1 or
counted as available financing in the Recommended Budget. Therefore, the County is

entering FY 2004-05 with approximately $30.1 million in funds that are general, vehicle
replacement or facility master plan designations.

A summary of General Fund and Self-Insurance ISF designated balances and appropriated
contingency reserves is presented in the following table.

' As shown in Table Footnote (b), the significant estimated year-end surplus reported by the Auditor-Controller for
FY 2001-02 was lowered in F'Y 2002-03 due to known accounting adjustments impacting the County's net assets.

' As stated in Monterey County's June 30, 2003 Comprehensive Annual Financial Report (CAFR), designations
"are established by actions of the Board or management and can be increased, reduced or eliminated by similar

actions . . . Designated portions of fund balance represent financial resources legally available for uses other than
those tentatively planned."
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Table 5.2

FY 2004-05 Budgeted General Fund and ISF

Designations and Contingencies

Beginning Additional Total
Category Designations Designations (a) Resources
General Designation 1,957,495 21,319,636 23,277,131
Vehicle Replacement 3,414,475 1,000,492 4,414,967
Facility Master Plan 2,375,121 38,904 2,414,025
TOTAL DESIGNATIONS 7,747,091 22,359,032 30,106,123
Contingency Reserve 3,000,000 3,000,000
Capital Project Contingency Reserve 802,465 802,465
ISF Operating Surplus - 12,545,980 12,545,980
TOTAL AVAILABLE RESOURCES 7,747,091 38,707,477 46,454,568

(a) Additional designations include new appropriations of General Fund Balance, operating and capital project
contingencies, and Self Insurance Internal Service Fund operating surplus, which will be booked against the
County's unfunded self-insurance liability.

Based on this analysis, the County has budgeted approximately $46.5 million in various
designations and other appropriations to provide funding for budget uncertainty and future year
expenses (representing approximately 11.0 percent of the General Fund operating budget). These
amounts do not include nearly $26.0 million in legally restricted reserves, or any additional
surplus that might result from unanticipated year-end budget variances.

We do not question the reasonableness of these decisions by the Board of Supervisors, given the
uncertainty of the economic recovery in the next fiscal year. However, the Recommended
Budget document does not provide concise summary information or analysis that defines the
financial condition of the County. While analyses of the County's financial condition and outlook
are included in other documents (e.g., the 3-Year Financial Forecast and CAFR), and in the
Recommended Budget book, there is fund balance information included in the technical
documentation that is sent to the State and a general discussion of the financial outlook for the
County, the information regarding fund balance and reserves is otherwise not compiled in a
concise and easy to understand manner within the Recommended Budget. As a result, Board
members and members of the public may have difficulty accessing this information during
budget deliberations or interpreting the significance of the financial data once it is discovered.
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Analysis of General Fund Expenditures

Given the scope of this analysis, we could not conduct a comprehensive analysis of expenditures
by County department. Accordingly, we selected a sample of major General Fund departments to
analyze projected FY 2003-04 expenditures compared to budget to determine areas where the
County may have the most difficulty controlling costs. The departments selected:

= Receive the majority or all of their support from the General Fund; and,
= Had budgeted expenditure levels that exceeded $10.0 million in FY 2003-04.
The results of the analysis is presented in Table 5.3 on the next page.

As shown, there are ten departments that fall within the criteria selected for this sample. A
review of the data contained in this table indicates the following:

* The ten selected departments are estimated to have had expenditures of $311.3 million in FY
2003-04, representing approximately 72.8 percent of all General Fund costs.

Of these ten departments, five are estimated to have operating deficits and five are estimated
to have operating surpluses, resulting in a net deficit of approximately $12.7 million. The
total General Fund expenditure deficit is projected to amount to approximately $8.2 million.
Therefore, the net deficit generated by these departments is 1.55 times greater than the net
General Fund deficit. This indicates that the departments that are not included in the sample
collectively generated a net budget surplus in FY 2003-04.

Two cost centers, Child Support and Public Assistance, are estimated to have generated
significant expenditure deficits in FY 2003-04. Because these two departments are heavily
subsidized by federal and State money, the impact from these expenditure deficits are

minimized. For every dollar spent in excess of the budget, the County also earned significant
cost-based revenue.

If the Child Support and Public Assistance budgets are removed from the analysis, the
remaining net deficit is produced primarily by two cost centers: Hospital Care, which is
estimated to have exceeded budget by $9.9 million;, and, the Sheriff-Coroner-Public
Administrator Department, which is estimated to have exceeded budget by $1.9 million.

This analysis indicates that the County was generally successful budgeting for expenditures in all
but a few major departments in FY 2003-04. The over expenditure of budgeted Hospital Care
appropriations is primarily reflected in BU 430, Medical Care Services, and mostly represents
General Fund payments to Natividad Medical Center. This budget unit funds (a) medical services
for indigent persons, which is mandated by California Welfare and Institutions Code § 17000;
(b) uncompensated care, which represents the portion of cost which is not reimbursed by third-
party payers, including uninsured, private insurance, Medicare and MediCal; and, (c) mandatory
payments to the State, which are required to be eligible to participate in the California Inpatient
MediCal Disproportionate Share Payment Adjustment Program.
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Analysis of Selected FY 2003-04 General Fund Expenditures

Table 5.3

By Department Based on Final Budget Projections

CHILD SUPPORT AND SOCIAL
SERVICES

FY 2003-04 FY 2003-04 Pos (Neg)
Department Final Budget Proj Actual Variance
District Attorney 11,557,282 11,369,751 187,531
Child Support 10,377,227 11,388,399 (1,011,172)
Sheriff Law Enforcement 27,136,080 28,247,536 (1,111,456)
Sheriff's Correctional Division 25,201,256 25,987,996 (786,740)
Coroner-Public Administrator 1,284,690 1,275,428 9,262
TOTAL SHERIFF-CORONER-PA 53,622,026 55,510,960 (1,888,934)
Probation 11,744,992 11,626,508 118,484
Juvenile Hall 10,498,506 10,569,355 (70,849)
Planning & Building Inspection 10,559,485 9,250,368 1,309,117
Health 14,463,707 13,569,633 894,074
Primary Health Care 6,032,282 6,732,703 (700,421)
TOTAL HEALTH 20,495,989 20,302,336 193,653
Mental Health 31,096,535 29,795,905 1,300,630
Hospital Care 12,846,900 22,774,705 (9,927,805)
Social Services 62,557,886 52,858,084 9,699,802
Aid Programs 54,327,252 67,752,960 (13,425,708)
Veterans Programs 481,155 472,123 9,032
Other Assistance 7,714,460 7,084,786 629,674
General Relief 702,175 557,362 144,813
TOTAL PUBLIC ASSISTANCE 125,782,928 128,725,315 (2,942,387)
SAMPLE TOTAL 298,581,870 311,313,602 (12,731,732)
SAMPLE TOTAL EXCLUDING
CHILD SUPPORT AND SOCIAL 162,421,715 171,199,888 (8,778,173)
SERVICES
GENERAL FUND 419,170,438 427,398,021 (8,227,583)
PERCENTAGE OF GENERAL FUND 71.2% 72.8% 154.7%
PERCENTAGE OF GENERAL
FUND AFTER EXCLUDING 38.7% 40.1% 106.7%
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In FY 2003-04, Budget Unit 430 was appropriated a total of $9,228,786 to fund these programs.
Actual costs are estimated to be $19,478,786, resulting in an operating deficit of $10,250,000.
This entire deficit represents additional Net County Cost. In FY 2004-05, the County has
transferred $3,938,000 in costs for primary health clinics from Medical Care Services to the
Health Department. This transfer is an attempt to obtain additional federal funding for services
by qualifying the clinics under a cost-based community health clinic program which may be
available to the Health Department but not Medical Care Services. At the time of this report, we
believe there is uncertainty surrounding the County's ability to qualify the clinics under this
program. In addition, Budget Unit 430 has targeted a Net County Cost reduction of an additional
$1.2 million. Even if these two goals are successfully achieved, Budget Unit 430 and the
transferred clinic services costs would still need to be $6.3 million below actual expenditures in
FY 2003-04 to balance its budget, as shown in Table 5.4.

Table 5.4

Difference Between FY 2003-04 Actual Costs And
Budget Resources for FY 2004-05

FY 2004-05 Budget 8,028,786
Clinic Transfer to Health 3,938,000
NMC Net County Cost Reduction 1,200,000
Inflated Base Budget 13,166,786
Actual FY 2003-04 Cost 19,478,786
Possible Funding Shortfall (6,312,000)

Because we did not conduct a detailed analysis of the budgets related to health and hospital
services provided by the County, we cannot explain the reason for the County's budget decision
regarding these services and the rationale is not explained in the Recommended Budget book.
However, the budget discrepancies are significant enough to warrant further examination by
County administration, particularly since FY 2003-04 estimated expenditures follow patterns that
have been apparent in the County for several years. Given this uncertainty, the Board of
Supervisors may wish to establish an additional reserve to offset any deficit that might occur
either because Medical Care Services is unable to control costs at the budgeted level or the
Health Department is not successful at qualifying the primary care clinics under FQHC. As
discussed below, a partial source of funds for this reserve may become available after the
Auditor-Controller closes the County's books in the Fall.

The Sheriff-Coroner-Public Administrator budget is examined more closely in Section 6 of this
report, since it was selected as one of the two departments to receive a closer review as part of
this analysis. As will be discussed in that section, the Sheriff's ability to control costs is
dependent on the department's ability to manage salary costs, including overtime. Section 6

provides recommendations that we believe will provide the Sheriff with an ability to more
effectively control such costs.
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While much of this analysis has focused on those departments that appear to have difficulty
managing expenditures at the budgeted level, it should be recognized that those departments that
generated budget surplus may be operating at levels that adversely impact the community or may
be unsustainable. For example, as discussed in our section on the Planning and Building
Inspection Department, the public may be experiencing significant fee increases while also
seeing significant service degradation. While it is appropriate to charge fees for service, the
combination of these two actions adversely impacts the community and risks objections from
property owners and the development community. In addition, curtailing costs through hiring
freezes or eliminating positions because they are vacant -- particularly when the County has not
developed meaningful or measurable performance indicators -- can result in the emergence of
irrational service alignments. Also in our section on the Planning and Building Inspection
Department, we discuss how the Department disproportionately eliminated professional planning
and building staff and did not proportionately eliminate Department managers or support staff.
This type of action has a direct, if unintended consequence on service delivery.

While there are many practical decisions that must be made when managing a budget, the
County should attempt to avoid forced surplus in departments using mechanisms of convenience,
such as hiring freezes and the random elimination of vacancies. As discussed elsewhere in this
report, budget reduction decisions should be strategically linked to service delivery priorities and
management performance should be based on sustaining the highest level of service possible.

Analysis of General Fund Revenues

In order to evaluate General Fund revenues, we focused our analysis on the County's major tax
accounts, which are generally considered discretionary sources of income. Although much of the
revenue variance reported in Table 5.1 is attributable to these sources, a significant portion also
represents reimbursement to the County for the cost of services or benefits that it provides. For
example, in FY 2003-04, the County estimated that benefit payments to recipients of the
CalWorks and Temporary Assistance for Needy Families (TANF) programs exceeded budget by
$4,482,950. However, nearly all of this cost will be recovered from increased reimbursements
from the federal and State governments, so there was no increase in Net County Cost.

Most general tax revenues are in Non-Program Revenue Budget 104. The revenues included in
this budget unit have been budgeted at $133,529,171 in FY 2004-05, which represents about 31.5
percent of the County's operating budget. Other major revenues where the County has discretion
on spending within specific program areas, are budgeted elsewhere (e.g., Public Safety Sales
Tax), but are no less important when viewing the County's spending flexibility. The budgets and
collection history for these major sources of revenue are contained in Table S.5.
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Table 5.5

Analysis of Major Discretionary Tax Revenues

3-Year Bud Est Unaudited
Revenue Account FY 00-01 FY 01-02 FY 02-03 Average FY 03-04 FY 03-04
Property Tax
Budget 42,763,000 47,011,225 52,599,000 47,457,742 57,876,000 57,876,000
Actual 46,583,430 51,244,610 65,919,259 51,249,100 58,426,066 59,642,612
Pos (Neg) Variance 3,820,430 4,233,385 3,320,259 3,791,358 550,066 1,766,612
Percent Variance 8.9% 9.0% 6.3% 8.0% 1.0% 3.1%
Sales and Use Tax
Budget 6,989,235 7.969,000 7,252,000 7,403,412 6,515,000 6,515,000
Actual 7,400,001 7,437,583 7,554,769 7.464,118 6,503,035 6,503,035
Pos (Neg) Variance 410,766 (531,417) 302,769 60,706 (11,965) (11,965)
Percent Variance 5.8% -6.7% 4.2% 0.8% -0.2% -0.2%
Public Safety Sales Tax
Budget 21,854,505 23,436,019 24,182,341 23,157,622 25,028,724 25,028,724
Actual 20,650,110 28,466,628 25,286,847 24,801,195 25,028,724 25,228,138
Pos (Neg) Variance (1,204,395} 5,030,608 1,104,506 1,643,573 - 199,414
Percent Variance -5.5% 21.5% 4.6% 7.1% 0.0% 0.8%
Transient Occupancy Tax
Budget 12,250,000 14,750,000 13,422,500 13,474,167 14,174,000 14,174,000
Actua! 14,430,001 13,284,684 13,476,750 13,730,478 13,500,000 13,452,335
Pos (Neg) Variance 2,180,001 (1,465,316) 54,250 256,312 (674,000) (721,665)
Percent Variance 17.8% -9.9% 0.4% 1.9% -4.8% -5.1%
Interest Earnings
Budget 3,479,890 2,626,553 2,921,341 3,009,261 2,028,609 2,028,609
Actual 5,465,633 2,553,964 1,975,363 3,331,653 1,390,479 1,158,189
Pos (Neg) Variance 1,985,743 (72,589) (945,978) 322,392 (638,130} (870,420)
Percent Variance 57.1% -2.8% -32.4% 10.7% -31.5% -42.9%
Motor Vehicle In-Lieu
Budget 21,300,000 22,995,000 24,050,000 22,781,667 26,500,000 26,500,000
Actual 23,954,563 25,879,042 27,724 528 25,852,711 19,000,000 21,338,383
Pos (Neg) Variance 2,654,563 2,884,042 3,674,528 3,071,044 (7,500,000) (5,161,617)
Percent Variance 12.5% 12.5% 15.3% 13.5% -28.3% -19.5%
Realignment VLF
Budget 8,637,234 9,540,000 9,760,000 9,312,411 10,967,493 10,967,493
Actual 9,758,467 11,585,217 12,002,134 11,115,273 10,967,493 11,988,125
Pos (Neg) Variance 1,121,233 2,045,217 2,242,134 1,802,861 - 1,020,632
Percent Variance 13.0% 21.4% 23.0% 19.4% 0.0% 9.3%
Realignment Sales Tax
Budget 25,976,902 23,207,799 27,621,091 25,601,931 25,477,096 25,477,096
Actual 19,936,338 20,953,871 26,636,659 22,508,955 24,041,915 22,178,105
Pos (Neg) Variance (6,040,5686) (2,253,928) (984,432) (3,092,975) (1,435,181} (3.298,991)
Percent Variance -23.3% 9.7% -3.6% -12.1% -5.6% -12.9%
Total Major Revenues
Budget | 143,250,766 151,535,596 161,808,273 152,198,212 168,566,922 168,566,922
Actual | 148,178,541 161,405,599 170,576,309 160,053,483 158,857,712 161,488,922
Pos (Neg) Variance 4,927,775 9,870,003 8,768,036 7,855,271 (9.709,210) (7.078,000)
Percent Variance 3.4% 6.5% 5.4% 5.2% -5.8% -4.2%
Total General Fund Revenues
Budget 334,280,350 373,374,202 392,010,696 366,555,083 411,787,904 411,787,904
Actual 361,087,654 397,423,754 421,830,968 393,447,459 431,431,667 431,431,667
Pos (Neg) Variance 26,807,304 24,049,552 29,820,272 26,892,376 19,643,763 19,643,763
Percent Variance 8.0% 6.4% 7.6% 7.3% 4.8% 4.8%
% General Fund Revenues
Budget 42.9% 40.6% 41.3% 41.5% 40.9% 40.9%
Actual 41.0% 40.6% 40.4% 40.7% 36.8% 37.4%
Pos (Neg) Variance 18.4% 41.0% 29.4% 29.2% -49.4% -36.0%
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As shown in the table, the eight revenue groupings selected for the sample represented
approximately 36.8 percent of total General Fund revenues budgeted in FY 2003-04, and have
historically represented over 40 percent of budgeted revenues. The analysis of the three year
collection variance for each of these revenues provides some interesting results.

= On average between FY 2000-01 and FY 2002-03, these eight accounts deviated from budget
by an average of 5.2 percent.

= However, six of these eight revenue accounts deviated from budget by more than five
percent. One of these six accounts, Realignment Sales Tax, had average collections that were
12.5 percent below budget. The remaining five revenue accounts generated average surplus
revenues that ranged between 7.1 percent and 19.4 percent.

* Five of the eight revenue accounts had significant annual differences in deviations from
budget. For example, Public Safety Sales Tax collections were 5.5 percent below budget in
FY 2000-01, 21.5 percent above budget in FY 2001-02 and 4.6 percent above budget in FY
2002-03. Similar patterns occurred for Sales and Use Tax, Transient Occupancy Tax, Interest
Eamings and Realignment Sales Tax.

» Unaudited financial reports from the Auditor-Controller suggest that the County will be
receiving approximately $2.6 million more revenue from these accounts than what was
anticipated in the Recommended Budget. However, it should be noted that this amount may

still vary since three of the accounts include accruals, and the actual amount of collections
will not be known for several months.

These observations indicate that the County's projection accuracy for most of the major
discretionary revenue accounts is variable. However, our review of the County's work papers and
projection methodologies for these major revenues found that the data sources used by Budget
and Analysis staff are good and that analytical methodologies are generally consistent with those
used in other California counties. Therefore, we believe that much of this variability is explained
by factors discussed previously, including the timeliness and accuracy of forecasting data and the
changing economic environment in California and the County.

To illustrate this point, the County budgeted $26,500,000 in Motor Vehicle In-Lieu Tax in FY
2003-04. This revenue is derived from Statewide vehicle registration fees and is apportioned to
counties by the State. Since the 1990s, the law required that fees paid by vehicle owners be
discounted when significant State budget surpluses occurred, and that the difference between the
full vehicle fee and the discounted vehicle fee be "backfilled" from the State General Fund. This
occurred in the late 1990s and early 2000s, as the State enjoyed significant surpluses generated
by strong income and sales taxes. When the economy went into recession, the law triggered a
provision that eliminated the fee discount, providing initial justification for the recall drive
against Governor Davis. During this period, the fees were increased for a short period of time,
and then discounted again after the election of Governor Schwarzenegger, with no provision for
the backfill to be funded for three months. As a result, California counties did not receive the full
amount of funding in FY 2003-04, something that no budget analyst could have predicted.
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Performance Data

The budget document is well constructed, and provides good overview information at the
functional (e.g., Public Safety) and programmatic levels (e.g., Sheriff). Broad program goals are
presented, as well as summary statements of “Pending Issues” that need to be considered by the
Board. Quantifiable workload information is provided for some departments, as well as goal
specific accomplishments from the prior year. However, many of these accomplishments are not
quantified, so the budget document merely provides general statements of successes, as reported
by the departments. For example, the District Attorney’s budget statement reports that the
Department “Vigorously prosecuted persons charged with offenses, thereby protecting the

citizens of Monterey County.” However, no information is provided to objectively measure the
success of the Department at achieving this goal.

Fiscal officers participating in the focus group meeting conducted for this study indicated that
quantifiable workload and performance data is provided to the County Administrator as part of
the process of justifying the budget, but that such data is not elevated to the budget document
because of space constraints and a desire to report other information to the public. Our
assessment is that such data is inconsistently reported and variable in quality.

In the next three to five years, the County should embark on a project to develop a performance
based budget process that clearly links appropriations to activity and accomplishments. Such
efforts, as conducted in many jurisdictions throughout California, are labor intensive and require
a reporting infrastructure that is well developed. As a first step, the County should develop
criteria for reporting on performance that are more meaningful than what is currently presented.
For example, if the District Attorey is going to establish a general program goal of "vigorous
prosecution,” then specific performance indicators should be developed which link departmental
activity and accomplishments to that goal (e.g., percentage of cases successfully prosecuted). As
the economy recovers and resources become more available, the County should invest in the
resources necessary to define its goals, link those goals to measurable performance indicators
and report on results. The County should establish a five year plan for implementing a well
developed performance management system that is linked to the budget.

Enhancing Budget Precision and Relevance

Local governments must embark on a continuous effort to improve budget precision. This cannot
be accomplished without refining projection methodologies based on the actual results of
operations and by continually monitoring legislative and other changes that might impact results.
In Monterey County, the following improvements should be made.

* Provide Analysis of Financial Performance in the Recommended Budget - While all of the
data contained in this report was gleaned from the County's budget documents, there is no
summary analysis of budget performance by major fund, department or major discretionary
revenue source in the Budget Message, Executive Summary or elsewhere in the
Recommended Budget. In addition, information regarding operating fund balances are
available only in the State budget schedules, making it difficult for untrained members of the
public to identify and understand total available resources available to the County.
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Such analysis would provide the Board of Supervisors with the information necessary to
target problem areas, quickly grasp uncertainties regarding budget forecasts and develop
appropriate strategies for the accumulation of reserves (see Section 3). Therefore, to improve
budget and financial transparency, the County Administrator should include such analysis in
the Executive Summary and provide the Board of Supervisors with an overall assessment of
budget and financial performance over the previous three-year period.

* Formalize Analytical Methodologies for Major Discretionary Revenues - Although we found
that the data sources used by Budget and Analysis staff are good and that analytical methods
are generally consistent with those used in other California counties, the sources of data and
knowledge of these methods rest with very few individuals within the County and have not
been formalized in any way. The Budget and Analysis Division should develop and
document clear analytical methodologies that provide projection consistency. These

methodologies should be modified appropriately as laws are changed and new information
becomes available.

» Create Analytical Redundancy - We were advised that the Budget and Analysis Division is
responsible for analyzing major discretionary revenues, with "input" from other County
financial managers. However, with the exception of analysis received from the Assessor-
County Clerk-Recorder, we were not provided with any documentation of projections
prepared by the other offices. With the degree of uncertainty that surrounds these critical
discretionary resources, the County should formalize a process of analytical redundancy that
relies heavily upon the Auditor-Controller, Treasurer-Tax Collector and Assessor-County
Clerk-Recorder to develop independent analyses of key revenue sources.

Conclusions

Monterey County follows standard budget development protocol when compiling the
Recommended Budget. In addition, recommended changes to the base budget have generally
been consistent with broad Board principles after negotiation between the County Administrator
and department managers. This process has been characterized as collaborative and is generally
preferred by Board members, County managers and fiscal officers, over other approaches.

However, annual variances between the Recommended Budget and the actual results of
operations have been significant in recent years. General Fund revenue surpluses have ranged
from $19.6 million to $29.0 million over the three years, FY 2001-02 through FY 2003-04.
Spending resulted in a $13.3 million surplus in FY 2001-02, and a $21.8 million and an $8.2
million deficit in FY 2002-03 and FY 2003-04 respectively. Overall, the County has generated
year-end General Fund surplus of between 1.9 percent and 9.4 percent of operating expenses
during these three years. The County was generally successful budgeting for expenditures in all
but a few major departments in FY 2003-04. For the Medical Services Department budget unit,
there is uncertainty regarding whether the department will be able to stay within budget or
whether the Health Department will be able to qualify primary health clinics under FQHC.
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In FY 2004-05, the County has budgeted approximately $46.5 million to provide funding for
budget uncertainty and future year expenses. This $46.5 million represents approximately 11.0
percent of the General Fund operating budget of $424.2 million, and does not include nearly
$26.0 million in legally restricted reserves or additional surplus that might result from actual
year-end budget results. For example, financial statement trial balances indicate that the FY

2004-05 Recommended Budget may understate major FY 2003-04 estimated revenues by as
much as $2.6 million.

The Recommended Budget document does not provide concise summary information or analysis
that defines the financial condition of the County. While fund balance information is included in
the technical documentation that is sent to the State, and there is general discussion regarding the
financial outlook for the County, the information regarding fund balance and reserves is not
compiled in a concise and easy to understand manner. As a result, Board members and members
of the public may have difficulty accessing this information or interpreting the significance of the
financial data once it is discovered.

Recommendations
The Board of Supervisors should direct the County Administrator to:

5.1 Annually present a summary analysis of budget performance by major fund, department
and discretionary revenue source in the budget message and Executive Summary. The
purpose of this analysis would be to provide the Board of Supervisors with the
information necessary to target problem areas (such as Medical Care Services
Department and Sheriff's Department overruns), quickly grasp uncertainties regarding
budget forecasts and develop appropriate strategies for the accumulation of reserves.

5.2 Initiate a performance management program that is linked to the budget and measurable
program goals. The County should set an objective of establishing a well developed
performance management program within three to five years.

53  Formalize analytical methodologies to be used for projecting major discretionary

revenues, and establish a process for updating these methodologies as laws are changed
and new information becomes available.

54  Create analytical redundancy for projecting discretionary resources, by formally
integrating independent analyses of major revenues in the offices of the Assessor-County
Clerk-Recorder, the Treasurer-Tax Collector and the Auditor-Controller.

5.5  As funds become available, consider establishing an additional reserve to offset any
potential deficit that might occur either because the Medical Care Services Department is
unable to control costs at the budgeted level or the Health Department is not successful at
qualifying the primary care clinics under FQHC.

5.6 For FY 2004-05, avoid forced surplus using mechanisms of convenience such as hiring
freezes and develop budget reduction strategies that are linked to service priorities.
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Costs and Benefits

There would be no immediate costs to implement the recommendations, although some
additional staff time would be required in the offices of the County Administrator, Auditor-
Controller, Assessor-County Clerk-Recorder and Tax Collector. Some future year cost would

likely be associated with the implementation of a well developed performance management
system that is linked to the budget.

Budget information and reliability would be enhanced. Budget goals would be more effectively
linked to measurable performance indicators.
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6. Sheriff-Coroner-Public Administrator Department

¢ The Sheriff’s Department received a budget in FY 2004-05 of approximately
$57.3 million, or 13.5 percent of all General Fund appropriations. To achieve
this budget level, the Department reduced expenditures by approximately
$1.5 million, by reducing services in some areas and implementing various
management controls over expenditures. One key management control is
intended to limit the use of non-essential overtime.

o  While the efforts made by the Department are commendable, management
has not developed a detailed staffing plan or conducted a relief factor
analysis to define its overall staffing needs. Such analyses provide the basis
for evaluating budget requirements and for assessing the impact of budget
reductions when they are implemented. Well developed models and
consulting services are available through the California Board of
Corrections, and the National Institute of Corrections and National Institute
of Justice have evaluated policy questions and other factors that should be
considered when evaluating staffing needs. In addition, the Sheriff’s analysis
of overtime usage needs to be placed into context with the other significant
actions that the Department has taken to reduce costs.

e Over 80 percent of the Department’s revenues are received from three
sources, including Public Safety Sales Tax, reimbursement for security
services provided to the Superior Court and Booking Fees paid by cities and
other jurisdictions when they book prisoners into the County jail. The
processes used by the County to estimate these and other major revenues are
reasonable. However, due to State budget decisions, the Sheriff will not
collect approximately $693,435 in Booking Fees this fiscal year. In addition,
the Board may wish to allocate State Criminal Alien Assistance Program
(SCAAP) funds to the Sheriff’s Department. However, all this action would
accomplish would be to shift the Net County Cost burden from the Sheriff’s
Department to capital projects.

The FY 2004-05 Sheriff-Coroner-Public Administrator budget is approximately $57.3 million,
based on modifications to the Recommended Budget that were provided in the budget transmittal
and approved by the Board of Supervisors. This budget represents 13.5 percent of the County’s
total General Fund Budget. According to analysis conducted by the County Administrator, the
Sheriff-Coroner-Public Administrator Department was funded by 27 percent of the entire Net
County Cost in FY 2003-04. The budget reflects a $1.5 million reduction in the Sheriff’s
Department’s Net County cost of $31,122,371, which was estimated based on FY 2003-04
County budget appropriations. The original reduction target approved by the Board of

Supervisors would have resulted in a $3,112,237, or 10 percent reduction in the Department’s
Net County Cost.
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The amount of Net County Cost reductions recommended for the Sheriff’s Department
were considerably lower than the targets identified for other departments in the County.
In November 2003, the Board of Supervisors chose a Net County Cost reduction proposal
prepared by the County Administrator which identified targets of 10 percent for the
Sheriff and some other public safety departments; while, other departments, such as the
Planning and Building Inspection Department, received reduction targets of as much as a
60 percent of Net County Cost. The final reductions approved for the Sheriff’s

Department represented a 4.8 percent reduction in Net County Cost, as presented by the
County Administrator. :

Over the past few years, the Sheriff-Coroner-Public Administrator Department has been
faced with revenue losses or cost items over which the Department has had limited
control. In FY 2003-04, the Sheriff was advised of cost increases for the medical services
contract and experienced a loss in State reimbursements for Standards Training for
Corrections (STC) and Peace Officers Standards Training (POST), two State mandated
training programs that require attendance by Sheriff’s Department employees. In
addition, during FY 2003-04, the Sheriff was unable to collect approximately $1.2
million in Booking Fees because cities protested that they had not received proper notice
regarding fee increases. As discussed later in this report, Booking Fees will again be
impacted in FY 2004-05 due to State action that is intended to reduce its own cost of
providing reimbursement of the fee amount to cities and other jurisdictions.

Recognizing these issues, the Sheriff took extraordinary steps to reduce expenditures
early in FY 2003-04. The First Quarter Financial Report issued by the Sheriff on
November 25, 2003, indicated that he had: (1) Implemented a 2-10 Hour Shift in the
South County and Coastal stations [two ten hour shifts per day, leaving reduced coverage
for four hours during the early morning]; (2) Implemented overtime cost savings
measures in both enforcement and detention; (3) Reduced supply purchases; and, (4)
Froze equipment and capital outlay purchases. In addition, the Sheriff requested the

release of State Criminal Alien Assistance Program (SCAAP) funds for Sheriff's facility
repair and maintenance costs.

According to documentation provided by the Sheriff, during the past two fiscal years the
Department has experienced staffing reductions amounting to 44.5 FTE positions, or 8.7
percent of the authorized strength that existed in FY 2002-03. It is the Sheriff’s position

that any additional personnel reductions will result in service degradation, which he
believes is not acceptable.

The Sheriff is conscientiously attempting to contain Department costs and has committed
to the Board of Supervisors that he will stay within his budget in FY 2004-05. In his
August 24, 2004 financial status report to the Board, the Sheriff indicated that the
Department has taken the following measures to contain costs in FY 2004-05:

e Doubling up night watch units to cut fuel and car maintenance;
e Removing substantial numbers of take-home cars;
e Utilizing modified duty deputies in the jails;
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e Restructuring the midnight watch in the Salinas Station and reducing the number of
required deputies;

e Restricting “holdover positions” on all watches to a maximum of five hours;

e Using the Crime Prevention Specialist and short-term modified duty deputies to take
counter and telephone reports;

e Utilizing the new web page to offer a crime and incident report to free up deputies to
respond to service calls;
e Reduced the minimum on-duty supervisory staff at the jail; and,

e Identified time periods at the jail where shifts can be worked below minimum staffing
levels.

In addition, the Sheriff provided data to demonstrate that overtime usage in the
Department has been reduced substantially from prior year levels. According to the
Sheriff’s analysis, when compared with FY 2001-02 and FY 2002-03, the Department
reduced overtime expenditures in FY 2004-05 by $1,115,621 and $785,896 when
compared to each of the two prior years, respectively.

This section of our report provides recommendations that will strengthen the Sheriff’s
ability to manage his budget in future years, and provide information to the Board of
Supervisors and the County Administrator that can be used to objectively measure service
levels and budget impacts in the Monterey County community.

Sheriff’s Department Expenditures

In FY 2004-05, the Recommended Budget for the Sheriff’s Department included
appropriations of $56,536,505. As stated in the introductory comments included in this
section, that appropriation was supplemented with $800,000 in discretionary County

resources, resulting in increases to the Sheriff’s Department’s total budget to
$57,336,505.

Analysis of the Sheriff’s budget units indicates that the majority of expenditures are for
personnel who staff law enforcement and custody functions within the County.!” Based
on the original Recommended Budget submitted by the County Administrator,
approximately 82.4 percent of the Department’s budget is expended on these costs. This
is illustrated in the table, on the next page. As a result, we focused our analysis on

personnel costs, in particular the use of overtime by the Sheriff to staff patrol and jail
operations.

Personnel Management

Law enforcement, custody and hospital-based functions are unique from other County
services because of the need to staff many of the core functions of these departments on a

17

The Sheriff-Coroner-Public Administrator budget units include BU 230 —~ Administration and
Enforcement Operations; BU 251 — Custody Operations; and, BU 292 — Coroner and Public Administrator.
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24-hour/7-day per week basis. As a result, the Sheriff’s Department, Juvenile Hall and
Natividad Medical Center face the challenge of staffing their services when personnel are
sick, on vacation or absent for other reasons (e.g., military leave, training, etc.).

Table 6.1

Analysis of Sheriff-Coroner-Public Administrator
Recommended Expenditure Budget - FY 2004-05

Budget Unit Budget
Account BU 230 BU 251 BU 292 Total Percentage |
Salaries and Benefits 23,870,355 | 21,806,813 921,660 | 46,598,828 82.4%
Services and Supplies 4,020,631 5,331,594 435,452 9,787,677 17.3%
Fixed Assets 150,000 - - 150,000 0.3%
Gross Expenditures (a) 28,040,986 | 27,138,407 | 1,357,112 | 56,536,505 100.0%

(a) Prior to intrafund transfers and other reimbursements.

In the Sheriff’s Department, there are certain law enforcement staffing levels that are
established by the Sheriff to ensure adequate levels of coverage for public and officer
safety. For example, the Sheriff must deploy personnel in a manner that ensures coverage
in the community when a patrol deputy is taken out-of-service because he has made an
arrest. In addition, certain types of calls for service — such as those for domestic violence
— require two or more deputies to respond to ensure that appropriate action can be taken
to protect victims and officers at the scene. Accordingly, patrol commanders make
decisions daily to ensure minimum coverage based on these needs, the geography of the
County and other requirements.

Similar conditions exist within the County’s jails. To ensure inmate and staff safety,
certain levels of staffing are required to monitor inmate behavior and activity. Custody
personnel are assigned to “fixed posts” in control rooms and observation areas, and others

must be available to accept and book inmates from law enforcement agencies after arrests
are made.

Minimum Staffing Requirements

Two components determine minimum staffing requirements in both patrol and custody
operations:

1. Minimum Staffing Requirements define the policy level of coverage that is required in
the specific patrol areas and jail facilities that are operated by a department. These
requirements are defined by the number of patrol beats, time of day, shift
configuration and specific assignments (e.g., law enforcement, traffic enforcement,
etc.) that have been determined to be appropriate by a sheriff or police chief.
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2. Relief Factors define the level of absences that a jurisdiction experiences and
anticipates based on labor agreements, actual usage of leave time, long-term illness or
disability and other factors. In large organizations, relief factors generally occur in
predictable patterns, but can change dramatically when labor agreements are modified
or there are unusual occurrences.

As with any service, there is discretion regarding the way in which service is delivered so
the rationale and justification for minimum staffing should be appropriately recorded so
that it can be periodically reassessed by management. Similarly, relief factors should be
regularly monitored so that management can identify any movement in requirements and
develop strategies for reducing impacts on staffing.

The policy considerations, techniques and methodologies for documenting minimum
staffing requirements and relief factors are industry standards that have been examined
closely by the National Institute of Justice (NIJ) and the National Institute of Corrections
(NIC). In addition, State agencies provide assistance to local jurisdictions when defining
staffing plans and documenting organizational need. For example, the California State
Board of Corrections (BOC) provides representatives who will assist a local jurisdiction
with the development of a staffing plan, in order to ensure compliance with Title 15 and
Title 24 of the California Code of Regulations. On its web page
(http://www.bdcorr.ca.gov), the BOC provides jurisdictions with the “Elements of a

Staffing Plan,” and suggests that agencies develop basic documentation and analysis as
critical elements to support such a plan, as follows:

Facility Organization Chart
Job Descriptions

Post Assignments

Relief Factor

Selection and Hiring Process
Court Mandates

Training Plan
Implementation Timeline

0N R D=

As a first step in our analysis, we requested staffing information and relief factor
computations from the Sheriff’s Department so that we could assess the base staffing
need. The Department prepared a memo on Custody Bureau Minimum Staffing,'® and
provided regularly produced Staffing Status Reports, Staffing Projections, Team Rosters,
Staff Schedules and Daily Duty Assignment documents used by custody operations
managers. For patrol, we received information regarding deputy to population ratios,

internal memoranda on possible patrol staffing models and other general staff
management documentation.

After further inquiries, we were advised that the Department has not constructed a
comprehensive staffing plan for either law enforcement or custody operations. In

" Liebersbach, “Memo to File,” July 30, 2004
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addition, there has been no recent assessment of non-sworn staffing needs in the Civil
Division or other organizational units that use, what the department terms, “professional
staff.” Accordingly, there was no baseline of staffing requirements against which we
could assess the Sheriff’s Department’s budget needs. We were also advised that the
Department has not prepared an analysis of a Relief Factor.

These are significant areas that should be addressed by the Sheriff’s Department. By
developing a comprehensive staffing plan, the Sheriff would be able to more effectively
communicate his staffing concerns to the Board of Supervisors and the County
Administrator; and, those offices would be better able to work with the Sheriff to identify
potential cost savings during times of economic crisis. In addition, with a fully developed
Relief Factor analysis, the Sheriff would be better able to identify areas where he could
potentially control costs and areas where costs are beyond his control, due to agreements
with County employee groups, legal mandates or other factors. In one critical area, the
Department has not been able to demonstrate its overtime requirements or the impact on
operations from recent efforts to curtail overtime spending.

It is critical to the continued success of the Sheriff’s Department that a comprehensive
staffing plan be developed. As mentioned previously, there are significant resources
available to assist the Department with the development of such a plan and with
methodologies for computing and monitoring its relief requirements. For custody
operations, area representatives from the California Board of Corrections will assist the
Department with the development of a staffing plan and relief factor, and can provide the

Sheriff with the names of jurisdictions that have well developed processes for managing
staffing costs.

Lastly, the Sheriff’s Department and the County should recognize that at some point there
will be a need to replace detention facilities. While the cost of constructing such facilities
is high, jurisdictions often realize significant savings over time by designing facilities to
more efficiently use staff resources. A well designed facility can reduce the number of
post positions by enhancing prisoner segregation and observation capabilities and
providing for more efficient prisoner movement. In order to effectively measure the
impacts that a new facility design might have on future costs, the Sheriff’s Department
should develop a baseline staffing model that defines its current operational needs.

Overtime Control Measures

Despite the lack of a comprehensive staffing plan and relief factor analysis, the Sheriff
has recognized the need to place controls on the use of overtime. As mentioned at the
beginning of this report, the Sheriff has been monitoring overtime use closely and in FY
2003-04, he 1ssued directives intended to limit overtime use. As a result of these
directives, the Sheriff indicates that FY 2003-04 expenditures were $1,115,621 and
$785,896 lower than in each of the prior two fiscal years, respectively.

This progressive improvement in the Department’s efforts to reduce overtime are
commendable. However, the analysis lacks context unless it is compared with a
comprehensive staffing plan, and total salary and benefit costs for the Department. As
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mentioned previously, in a fixed post or minimum staffing environment, overtime costs
are largely a reflection of deployment practices, vacancies, sick leave and other factors
that drive absences and the need to call additional personnel into the organization to
provide coverage. Without these tools, it is difficult to isolate the true impact of overtime
reductions. Were vacancy levels higher in the benchmark years? What is the operational
impact from restricting “holdover assignments” to five hours of overtime? How much
have staffing strategies (e.g., reductions in minimum staffing) impacted the use of
overtime? In an October 20, 2003 biennial inspection of the County's jail facilities that
was performed by the State Board of Correction, it was found that "When there are
personnel shortages due to unexpected absences, jail supervisors have difficulty in
locating off duty staff to work a 12-hour overtime shift. The on-duty staff will work an
additional 4 hours over their assigned shift and the jail supervisor will contact the
oncoming shift to come in 4 hours early, but the middle 4 hours remains unfilled." These
types of operational impacts could be better defined and monitored if a comprehensive
staffing plan and relief monitoring system was developed by the Sheriff's Department.

Sheriff's Department Revenue

In FY 2004-05, the Sheriff's Department is projected to receive $21,218,430 in direct

program revenues to support its operations. The following table provides a summary of
those revenues by Budget Unit.

Table 6.2

Summary of Sheriff-Coroner-Public Administrator
Department Revenue — FY 2004-05 Recommended Budget

BU 230 |Administration and Enforcement 7,673,088
BU 251 |Custody Operations Bureau 13,300,540
BU 292 [Coroner and Public Administrator 244 802

Total Sheriff's Department Budget 21,218,430

As shown in the table, the majority of department revenue is collected by the Custody
Operations Bureau, which was budgeted to receive approximately $13.3 million of the
$21.2 million in revenue for the fiscal year (62.7 percent). An examination of the revenue

for the entire department indicates that over 80 percent of the revenues are received from
three sources:

1. Proposition 172 Public Safety Sales Tax — This is an allocation of the ' cent Sales
Tax apportionment that is received by cities and counties to support public safety
services. In FY 2004-05, the County is projecting that $25.8 million will be received
from this source. Based on an allocation formula negotiated between the County,
cities and special districts, modified this fiscal year, the Sheriff will receive

approximately $12.7 million. This revenue alone represents 60 percent of the
department’s income.
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2. Other Services — This account combines the revenues received from two sources.
Approximately $2.4 million will be received from the Superior Court for
reimbursement of the Sheriff’s cost of providing Court security services. An
additional $240,000 will be received for charges to the Inmate Welfare Fund for the
cost of Sheriff’s Department employees who support programs in the jails.

3. Booking Fees — This account includes charges to cities for the cost of booking
individuals into the County jail. The authority for the County to charge cities is
provided in State law. As will be described below, this was a major point of issue
during deliberations regarding the State budget, as the Governor and the Legislature
looked for ways to provide some fiscal relief to municipalities. In FY 2004-05, the
County budgeted $1,839,251 in booking fees based on projections of increased
booking activity and an increase in the per booking rate charged to cities, that was
approved by the Board of Supervisors in May 2004.

As part of our budget analysis, we examined these major sources of revenue to determine
whether the estimates included in the Sheriff’s Department budget are reasonable. We
chose these revenue accounts because they represent a significant proportion of the
income received by the Department. Accordingly, if revenues are over-stated or under-

stated, the Department could significantly deviate from its Net County Cost goal for the
year.

We found that the estimates made by the County for cost reimbursement from the Court
security services contract and the Inmate Welfare Fund are reasonable, so we comment
no further on these two sources of income. Issues regarding Public Safety Sales Tax,
Booking Fees and State Reimbursement for housing prisoners are discussed below. In
addition, because the Sheriff expressed concerns regarding County policies surrounding
State Criminal Alien Assistance Program (SCAAP) funds, we have included analysis of
that revenue source. These funds are federal monies that are passed-through to the
County by the State as reimbursement for the Sheriff’s Department cost to house illegal
aliens charged with criminal offenses. The County treats this money as ‘“one-time
funding” and appropriates it in the Facilities Management Fund. The Sheriff believes
these funds should be categorized as an ongoing revenue source and allocated to his
Department to offset an additional portion of the Department’s Net County Cost.

Proposition 172 Public Safety Sales Tax

Like most counties, Proposition 172 sales tax is distributed to key public safety
departments, including the District Attorney, Sheriff, Probation and Juvenile Hall. These
departments receive 80.87% of the total allocation from the State. The County has chosen
to allocate 9.13% to county fire districts and 10% to offset 911 communications costs
incurred for city police and fire agencies. This policy decision by the Board is consistent
with the law, although most other counties do not share the revenue with other
jurisdictions. In addition, the Board of Supervisors has shown some flexibility on the
allocation of these funds. In FY 2004-05, the County negotiated a 28.7 percent reduction
in the amount of Proposition 172 funds allocated to emergency communications user

agencies; and, a 25 percent reduction in the amount of Proposition 172 funds allocated to
Fire Districts.
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The allocation of these funds has been an issue of concern for the Sheriff, who believes
the County should ensure a more accurate accounting of the revenue. However, we found
nothing which suggests the Board of Supervisors must modify its policy and view it as a
budget negotiation issue between the Board and the Sheriff's Department.

Booking Fees

Section 29550 (et seq.) of the Government Code provides the County with the authority
to impose a fee upon a city, special district, school district, community college district,
college or university for reimbursement of County expenses incurred for booking and
processing persons arrested by those jurisdictions. In FY 2003-04, the County charged
jurisdictions $145.69 per booking for these services, collecting approximately $1,080,834
for the year. This equated to approximately 7,418 bookings. The rate of $145.69 per
booking had been in existence since June 2000. An attempt to increase this fee to current
costs in FY 2003-04 was withdrawn due to a dispute over the "45 day notification" clause
included in the booking fee agreements.

In May 2004, the Board of Supervisors increased the fee to $233.86 and appropriately
notified other jurisdictions of the change. Based on this increase and an estimate that
activity would increase from 7,418 bookings to 7,865 bookings in FY 2004-05, the
County increased this revenue from the FY 2003-04 amount of $1,080,834 to $1,839,251
(an increase of $758,417). The incremental revenue change was significant because of the
6.0 percent projected increase in activity and the 60.5 percent increase in the fee amount.

In the FY 2004-05 State Recommended Budget, the Governor had proposed eliminating
the authority for counties to charge this fee to other jurisdictions. This proposal would
have saved the State approximately $38.2 million in reimbursements of the booking fee
cost to municipalities. So, at the time the Monterey County Recommended Budget was
developed, there was some uncertainty regarding whether these revenues could be
realized during the year. As the State budget deliberations progressed and final decisions
were made regarding local government financing, it was decided that the counties would
retain the authority to charge booking fees in FY 2004-05 but that in FY 2005-06 (1) the
booking fee subvention paid by the State would be repealed, and (2) counties would only
be able to charge jurisdictions one half of their costs. Of more immediate concern to
Monterey County, counties would be prohibited from charging a booking fee which
exceeded the fee that was in effect on January 1, 2004. Consequently, the County’s
estimate of increased revenue — based in part on an increase in the FY 2003-04 fee that
was to take effect July 1, 2004 — has been overstated. Based on our analysis of this data,
we believe the Sheriff’s Department will receive only $1,145,816 from this source, which
is a $693,435 loss in revenue for the year. It should be noted that the Sheriff contends that
an adjusted fee of $205.36 should be charged, instead of the $145.69 rate, in order to
conform with County ordinance as of January 1, 2004. If the County prevails at setting

the rate at the $205.36 rate suggested by the Sheriff, the net loss in revenue will decline
from $693,435 to $224,094.
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State Criminal Alien Assistance Program

The Sheriff's Department receives reimbursement of costs for housing undocumented
aliens who are arrested for criminal law violations and incarcerated in the County jail
under the State Criminal Alien Assistance Program (SCAAP). The reimbursement that is

received by the County is appropriated as a revenue source in Facilities Maintenance
Projects Capital Fund.

According to staff from the County Budget and Analysis Division, each year there is
uncertainty regarding whether the State will discontinue the SCAAP. Because of this
uncertainty, the Board of Supervisors has historically treated the revenue as a one-time
revenue source. The difficulty with this perspective is that the County has received these
funds consistently over the past five years, and anticipates receiving the funds again in
FY 2004-05. The following table provides budgeted and actual SCAAP funding for
Monterey County in each of the past five fiscal years.

Table 6.3

Budgeted and Actual SCAAP Funding
FY 2000-01 through FY 2003-04

Fiscal Year Budgeted Actual Variance Fund Appropriation
FY 1999-00 600,000 805,257 205,257 | Capital Projects Management
FY 2000-01 400,000 877,719 477,719 |Capital Projects Management
FY 2001-02 400,000 957,130 557,130 |Capital Projects Management
FY 2002-03 - 1,256,148 | 1,256,148 |Facilities Maintenance

FY 2003-04 (Est) 400,000 900,000 500,000 | Facilities Maintenance
Total 1,800,000 5,696,254 | 2,996,254

As shown, the County has historically budgeted SCAAP money very conservatively. In
the five years reviewed, the County has budgeted $1,800,000 in SCAAP funds, but has
recetved approximately $5,696,254 (FY 2004-05 final receipts are presently an estimate).
This has resulted in approximately $2,996,254 in surplus revenue over the five year
period. In FY 2002-03 and FY 2003-04, the County received $1,756,148 more than
budgeted, after appropriating nothing in FY 2002-03 and only $400,000 in FY 2003-04.

The Sheriff argues that these funds represent ongoing, earned revenue by his department,
and that the funding should be kept in his department to reduce his Net County Cost. In
FY 2003-04, the Sheriff requested that SCAAP funds be appropriated to his department

to offset unanticipated facilities repair and maintenance costs. This request was denied by
the Board of Supervisors.
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While we agree with the Sheriff on this basic premise, we would also point out that the
General Services Agency does not charge the Sheriff's Department or other agencies for
the cost of facility related expenditures that are funded by SCAAP. It is also important to
point out that this change in policy would merely shift the Net County Cost from the
Sheriff’s Department to the County’s capital program. Nonetheless, the Sheriff would

prefer managing SCAAP funds to ensure that Sheriff's Department priorities are
appropriately met.

Given historical funding experience, the Board of Supervisors should examine the policy
of treating SCAAP funds as one time resources. Other counties with which we are
familiar recognize it as ongoing income and use the money for operations. Such a
decision is clearly a policy decision for the Board.

Conclusions

The Sheriff’s Department received a budget in FY 2004-05 of approximately $57.3
million, or 13.5 percent of all General Fund appropriations. To achieve this budget level,
the Department reduced expenditures by approximately $1.5 million, by reducing
services in some areas and implementing various management controls over

expenditures. One key management control is intended to limit the use of non-essential
overtime.

While the efforts made by the Department are commendable, management has not
developed a detailed staffing plan or conducted a relief factor analysis to define its
overall staffing needs. Such analyses provide the basis for evaluating budget
requirements and for assessing the impact of budget reductions when they are
implemented. Well developed models and consulting services are available through the
California Board of Corrections, and the National Institute of Corrections and National
Institute of Justice have evaluated policy questions and other factors that should be
considered when evaluating staffing needs. In addition, the Sheriff’s analysis of overtime

usage needs to be placed into context with the other significant actions that the
Department has taken to reduce costs.

Over 80 percent of the Department’s revenues are received from three sources, including
Public Safety Sales Tax, reimbursement for security services provided to the Superior
Court and Booking Fees paid by cities and other jurisdictions when they book prisoners
into the County jail. The processes used by the County to estimate these and other major
revenues are reasonable. However, due to State budget decisions, the Sheriff will not
collect approximately $693,435 in Booking Fees this fiscal year. In addition, the Board
may wish to allocate State Criminal Alien Assistance Program (SCAAP) funds to the
Sheriff’s Department. However, all this action would accomplish would be to shift the
Net County Cost burden from the Sheriff’s Department to capital projects.
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Recommendations

The Board of Supervisors should:

6.1  Reconsider its policies related to the allocation of SCAAP funds as one-time
resources. A more appropriate policy may be to recognize SCAAP as an ongoing
revenue source used to offset the Sheriff's Department Net County Cost.

6.2  Direct the County Administrator to work with the Sheriff to identify $693,435 in
cost savings or revenue increases to replace the estimated Booking Fee revenue
that will be lost due to the State’s budget action.

The Sheriff should:

6.3 Direct Sheriff’s Department command staff to develop a comprehensive staffing
plan and relief factor analysis. Guidelines and models for developing these
management tools are available from the State Board of Corrections, the NIC and
the N1J.

6.4

Base the FY 2005-06 budget proposal to the County Administrator on the staffing
plan and comprehensive analysis of the Sheriff’s Relief Factor.

Costs and Benefits

There would be no cost to implement these recommendations, although the Sheriff-
Coroner-Public Administrator Department would be required to dedicate command and
analytical staff resources to the development of a comprehensive staffing plan and relief

factor.

The Sheriff and the Board of Supervisors would be able to more effectively make policy
decisions regarding Sheriff-Coroner-Public Administrator staffing and budget levels. The
current $693,435 Booking Fee shortfall would be met, while the Sheriff would be
provided SCAAP revenue to reduce his Department’s Net County Cost. This action,
however, would have no impact on the County’s overall Net County Cost.
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7. Planning and Building Inspection Department

¢ Despite assuming an increased workload over the last two years, the
Department of Planning and Building Inspection has incurred
significant budget reductions, which have resulted in a considerable
decrease in staffing, the closure of the Salinas Permit Center, and fee
increases. Yet the budget process and the budget document have not
provided a basis to evaluate whether the budget appropriately reflects
County and Department policies, goals and objectives and changes to

the Department’s budget and service impacts are not evaluated based
on established criteria.

e Further, the budget does not provide a mechanism to monitor
Department performance in order to foster management
accountability. Revenues, expenditures and positions are budgeted at
the department level and are not separated into the various
departmental divisions or projects, nor is this level of detail captured
in the accounting system. Also, performance measures have not been
developed that would link the Department’s activities and
performance to the budget.

e Given the lack of formalized departmental priorities and performance
measurement aligning the budget to departmental activities, and
given that no other programmatic budget alternatives were
developed, it is difficult to assess whether the closing of the Salinas
Permit Center, and the Department’s other budget reductions, were
the best course of action. The Department should develop and
implement fundamental planning and management tools in order to
effectively deploy staff resources and ensure maximum cost recovery.

The Department of Planning and Building Inspection is responsible for land use
throughout the unincorporated areas of Monterey County, including long-range planning,
permitting and inspection services. According to the Department’s mission statement,
the Department concentrates its efforts on customer service, which includes fast track
plan reviews at a Permit Center, next day inspections, an automated permit tracking
system and coordination with other County agencies.

The Department has experienced a budget reduction of nine percent over the last two
years. In FY 2003-04, the Department assumed responsibility for the Code Enforcement
Division, resulting in an increased cost to the Department of $733,903, of which all but
$275,891 was absorbed by net reductions in services and supplies expenditures and
revenue increases. In FY 2004-05, the Department has assumed responsibility for the
County’s General Plan Update. Subsequently, the FY 2004-05 expenditure budget has
been increased by $307,086, which includes funding for an additional three positions.
This increased cost has been funded by the General Fund and otherwise off-sets the
Department’s total expenditure budget reduction. If this responsibility had not been
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shifted to the Department, the total expenditure budget reduction would have been
approximately 15 percent from FY 2003-04 budgeted expenditures and approximately 12
percent from FY 2002-03 budgeted expenditures. The Department also reports that
significant development projects have been shifted to their Department without increases
to staffing support. Thus, the Department has absorbed significant new workload while
experiencing budget reductions and a hiring freeze. Budgeted revenue and expenditure
details are provided in Table 7.1 below:

Table 7.1
Budgeted Revenues and Expenditures
FY 2002-03 through FY 2004-05

Two Year
Adopted Budget FY 2002-03 FY 2003-04 | FY 2004-05 | Percentage Change
Revenues $4,095,510 $6,249,616 $6,590,695 61%
Expenditures 10,283,594 10,559,485 9,318,569 (9%
Net County Cost $6,188,084 $4,309,869 $2,727,874 (56)%
Recovery Rate 39.8% 59.2% 70.7% o

As can be seen in Table 7.1, the Department has significantly reduced its reliance on the
General Fund over the last two years, which has been the focus of the County
Administrator. Net County Cost decreased 30 percent from FY 2002-03 to FY 2003-04
and 37 percent from FY 2003-04 to FY 2004-05. While expenditure reductions have
reduced reliance on the General Fund, the decrease in Net County Cost is primarily a
result of increases in fees, which are the Department’s only budgeted revenue source.
Pursuant to State law, a significant proportion of costs related to planning and building
inspection functions can be recovered through fees as long as fee revenues do not exceed
the actual costs incurred. In FY 2003-04, the Department, in conjunction with other
County departments, developed a fee schedule based on estimated costs and statutory
amounts to bring fees more in-line with comparable governmental planning and building
agencies. This fee increase resulted in the Department increasing its fee recovery rate
from approximately 40 percent to 59 percent. In FY 2004-05, the Department again
increased fees, resulting in a total fee recovery rate of almost 71 percent. Thus, the

Department significantly increased its fees while experiencing expenditure and service
level reductions.

Despite budgetary constraints, over the past few years, the Department has expended
significant effort toward improving service delivery. According to the 2003 Grand Jury
report on the Planning and Building Inspection Department, “Changes made since late
2001...have resulted i improvements in processes, organizational communication,
management systems, qualified staff, and information handouts.” Some of the more
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significant accomplishments outlined in the FY 2003-04 and FY 2004-05 Recommended
Budget are as follows:

e Permit processing time has been reduced by 30 percent and in some cases by as much
as 300 percent. Some permits are now issued on-line.

e Geographic Information Systems (GIS) applications are implemented on employee
desktops and at the Permit Center.

e A customer complaint investigation and tracking system has been developed that
enables the Department to appropriately follow-up to calls.

¢ The Department has reduced its reliance on outside plan checkers which are costly.

e Increased emphasis on training includes weekly staff briefings from topical experts
and targeted training programs for select functional areas of the Department.

Budget as a Reflection of Policies, Goals and Objectives

The Recommended Budget document provides a description of Department functions on
a division basis along with a listing of current year and budget year departmental goals.
However, budgetary data, including revenues, expenditures, and positions, are not
separated into the Department’s divisions or projects. Further, departmental goals are not
directly linked to the budget. In fact, the Recommended Budget document does not
provide the service impacts resulting from the Department’s FY 2004-05 recommended
budget reductions. For example, the Department, as a cost reduction measure in FY
2003-04 and carried forward to FY 2004-05, closed its Salinas Permit Center in February
of 2004 because of position vacancies and the inability to staff two centers. The
Department reports that closing the Permit Center was an additional contribution to
meeting the County’s budgetary needs by providing space to the Office of the County
Counsel, which was itself realizing a budget reduction by eliminating a $225,000 annual
lease cost. Accordingly, the only Permit Center now open is in Marina, which is located
in the northwestern part of the County on the coastline. According to the Department,
individuals seeking permits must physically go to the Permit Center in order to obtain
permits and the Department is investigating opening Permit Centers in Salinas and/or
King City one day a week for simple permits. The Department and the CAO neither
calculated the savings associated with the closure of the Salinas Permit Center nor
mentioned this significant service reduction in the Recommended Budget document.

In developing budget reduction strategies, the Department convened a working group of
departmental staff to develop recommendations. The primary recommendations of that
group were to refine fee development and subsequently increase fee revenues. The group
specifically recommended that the Department develop and assess fees that vary based on
the complexity of planning and building projects, noting that permit fees were assessed at
a flat rate. Some of these recommendations were incorporated into the Department’s fee
schedule and revenue estimates.

However, given the County’s fiscal crisis, the Department was afforded little time for
strategic planning and the development of alternatives, especially in light of rapidly
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changing budget assumptions during the course of the budget preparation process. The
focus was on the immediate reduction of Net County Cost in the current year and for the
budget year. Other than the closing of the Salinas Permit Center and refining the fee
structure, no programmatic budget reduction alternatives were developed by the
Department or the CAO and no alternatives to closing the Permit Center were presented
to the Board of Supervisors.

Therefore, in conjunction with closing the Permit Center, the Department’s only
remaining budget reduction strategy, given the time constraints, was to reduce
discretionary services and supplies expenditures and to eliminate vacant positions.
According to the Department, because vacancies could not be filled due to the hiring
freeze, it would have been a double diminution in service levels if filled positions were
eliminated instead of vacant positions. Further, the policy to eliminate vacant positions
over filled positions was driven by the Countywide desire to minimize lay-offs. In total,
the Department eliminated 22.66 positions in the FY 2004-05 budget, net of the three
positions added for assuming the responsibility for the General Plan Update. Yet, only
three position eliminations resulted in lay-offs. As a result, the Department
disproportionately eliminated professional planning and building staff and did not
proportionately eliminate Department managers or support staff.

Consistent with other County departments, because the Department’s core mission and its
priorities are not stated in the Recommended Budget document, the Recommended
Budget does not provide the necessary framework for evaluating the Department’s needs
and priorities, which is especially critical in times of budget reductions. The budget goals
detailed in the Recommended Budget document imply an emphasis on customer service,

process improvements, training and recruitment, and cost recovery, but not necessarily in
that order.

However, the FY 2004-05 Recommended Budget service impacts, including the closing
of the Permit Center appear to be contra to the customer service orientation of
Department and, while cost recovery should also be a Department priority, increasing
fees at the same time as significant service reductions is not likely to enhance the public
perception of efficient and effective departmental operations. From a Countywide
perspective, closing the Permit Center to save $225,000 in lease costs for a support
function such as County Counsel does not appear to be a rational decision and good
public policy. In summary, the budget process and the budget document are not

providing strategic and programmatic evaluation of the County’s and the Department’s
policies, goals and objectives.

Management Accountability

In addition to the Recommended Budget document not providing a basis to evaluate
whether the budget appropriately reflects County and Department policies, goals and
objectives, the budget does not provide a mechanism to monitor Department performance
in order to foster management accountability.
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Budget and Accounting Structure

One of the most significant weaknesses is a lack of detail in the budget and accounting
structure. Revenues, expenditures and positions are budgeted at the department level and
are not separated into the various departmental divisions or projects nor is this level of
detail captured in the accounting system. Accordingly, the Department does not exercise
budgetary control at lower levels. For example, the Department cannot easily control or
monitor expenditures spent on specific projects, such as the General Plan, or even
segregate the revenues and expenditures of its planning activities from its building
inspection activities. The Department is in the process of implementing a time tracking
system that would capture this data in order to allow management to estimate staffing
costs. This system is not integrated with the financial accounting system and is not an
actual cost allocation application. Thus, it will not determine actual staffing costs,
allocate non-staffing expenditures, or provide a total cost for any given function or

project. However, the time tracking system will still be a valuable tool once it is fully
implemented.

Further, due to the lack of an accounting structure that can provide an adequate level of
detailed cost accounting, refining the fee schedule to align all revenues with the cost of
specific activities is problematic. Yet setting fees at the appropriate levels to achieve full
cost recovery where possible is critical, especially when there are budgetary constraints.
As noted above, the Department has taken very important steps in moving toward full
cost recovery. However, the process is not comprehensive, systematic or formalized and

it is limited by the data and information currently available from the budget and financial
accounting systems.

Performance Measurement

Performance measures are not required in the Recommended Budget by the County
Administrator and are, therefore, not included by the Department of Planning and
Building Inspection. The Department does not have a formal performance measurement
program, but informally tracks and monitors workload statistics. Several of these
workload statistics are provided in the Recommended Budget document. However, there
is neither a discussion of them nor an explanation of any variations from year to year.
The 2003 Grand Jury report on the Planning and Building Inspection Department also
noted that the Department’s plan for its goals and initiatives for FY 2003-04 “lacks the
specific milestones and accountability to insure that improvements will be achieved and
changes will be sustainable.” As discussed in Section 5 of this report, performance
measures are increasingly included in the budget process through performance-based
budgeting because performance measures directly link the budget with governmental
activities and establish management accountability. There are a number of governmental
agencies that have established performance measures for planning and building
department activities. For example, one area that planning departments typically declare
as out of their control is planning timelines. However, planning departments do have
influence and a performance measurement may be to “Secure confidence by providing
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recommendations that are accepted by decision-makers 95% of the time...”" For
Monterey County, an important activity for which deliverables and performance
measures should be established is the General Plan Update. In short, performance
measures assist in ensuring that the County’s resources are budgeted and spent
appropriately and this is critical in a department like Planning and Building Inspection
where the public is the Department’s primary client.

Budgeted Revenues

While it is County policy to make conservative revenue estimates, the estimates,
especially in light of budget reductions, should be based on sound methodology and
reasonable assumptions.  According to the Department, revenue estimates are
conservative and are generally based on prior year levels adjusted for any fee increases.
Table 7.2 below provides detail on budgeted and actual revenues:

Table 7.2
Budgeted and Actual Revenue Detail
FY 2002-03 through FY 2004-05

FY 2002-03 FY 2003-04 FY 04-05

Budget Actual Budget Actual” Budget
Building Permits $2,950,000 | $2,868,866 { $3,574,500 | $3,681,491 | $3,574,500
Zoning Permits 900,254 914,444 1,742,340 1,914,628 1,908,146
Returned Checks 246 150 36 150
Planning Fees 200,000 183,589 528,031 290,014 508,707
Env. Impact Reports 0 180,558 223,742 112,388 223,742
Other Planning Services 34,100 29,606 50,000 39,094 55,000
Langi Use & Plan 0 0 0 213 0
Review Fees
Plan Maintenance Fees 2,856 1,281 2,856 52,193 35,000
Code Enforcement n/a n/a 30,000 232,010 125,000
Other Services 1,500 99,093 75,000 103,734 150,000
Sale of Maps and Docs. 6,800 3,305 22,547 9,110 10,000
Jury & Witness Fees 0 1,110 450 590 450
Miscellaneous 0 9,813 0 39,662 0
Total $4,095,510 | $4,291,911 | $6,249,616 | $6,475,163 | $6,590,695
Budget to Actual $196,401 $225,547
Variance

"% Source: FY 04-05 Recommended Budget for Planning and Development, County of Santa Barbara, D-
283.

** FY 2003-04 year end actual amounts provided by the Planning and Building Inspection Department and
are as of 7/21/04.
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Based on Table 7.2, the Department estimates overall have been on target in FY 2002-03
and FY 2003-04. In FY 2004-05, the overall revenue budget has increased only
$115,532 or 1.8 percent above estimated actual revenues for FY 2003-04 even though the
Department increased fees and implemented a new fee schedule to charge additional
amounts for complex projects. In April 2004, the Department reported to the Board of
Supervisors that the fee increases would generate an additional $260,000 in revenues in
FY 2004-05, including $120,000 from a surcharge to help defray the costs of the General
Plan Update. Therefore, excluding these fee increases, the Department has estimated that
revenues are actually decreasing by $144,468. For three revenue accounts in particular,
the Department has budgeted less than actual revenues in FY 2003-04.

For Code Enforcement activities, which were brought into the Department in FY 2003-
04, revenues did not begin to be generated until February of 2004. Thus, estimated actual
revenues of $232,010 for FY 2003-04 represent only five months of activity. On an
annualized basis, these revenues would therefore be approximately $556,824. FY 2003-
04 revenues may represent one-time and inflated revenues due to the closing of old cases
and, therefore, may not be representative of FY 2004-05 Code Enforcement revenues.
Further, for the first two months of FY 2004-05, revenues have totaled $23,300, which is
$139,800 on an annual basis, only $14,800 above the $125,000 budget. Due to scope
limitations, a detailed revenue analysis was not completed on this revenue source and the
budget may be on target. However, according to the Department’s FY 2004-05 goals, the
Department anticipates implementing ‘“new procedures for code enforcement that will
provide an across-the-board increase in compliance and full cost recovery.” Yet,
budgeted revenues of $125,000 are greatly less than the cost of the Code Enforcement

Division, which consists of a Division Chief, three Code Enforcement Officers, and a
Land Use Technician.

Budgeted revenues should be based on historical workload statistics, assumptions about
activity occurring in the budget year, and current fee schedules, which in turn should be
based on cost analysis. The implementation of the time tracking system, as the
Department reported to the Board with its latest fee increase, will provide better data and
information for setting fees and estimating revenues. The development of a formal model
to analyze and estimate departmental revenues would further ensure that the budget is
based on a sound methodology and reasonable estimates. A small increase in revenues,
such as $100,000 or approximately 1.5 percent, would fund a position.

Conclusions

Despite assuming an increased workload over the last two years, the Department has
incurred significant budget reductions, which have resulted in a considerable decrease in
staffing, the closure of the Salinas Permit Center, and increased fees. Given the lack of
formalized departmental priorities and performance measurement aligning the budget to
departmental activities, and given that no other programmatic budget alternatives were
developed, it is difficult to assess the whether closing the Salinas Permit Center was the
best course of action. In fact, there are areas where other budget changes, including
increasing revenue estimates (but not increasing fees) and proportionately reducing
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management and support staff, could have been incorporated which may have impacted
Department service levels less than closing a Permit Center. At a minimum, these budget
changes could have provided the resources for immediate mitigation measures such as
opening Permit Centers in Salinas and/or King City one day a week for simple permits.

Recommendations

The Board of Supervisors should direct the County Administrator to ensure that the
Department of Planning and Building Inspection:

7.1  Develops an accounting structure in coordination with the Auditor-Controller that
meets departmental management’s needs.

7.2 Continues to implement and refine the time tracking system.

7.3 Develops performance measures that link departmental activities to the budget.
7.4 Develops a formal model to analyze and estimate departmental revenues.

The Board of Supervisors should direct the County Administrative Officer to:

7.5  Include all programmatic and service impacts in the Recommended Budget
document. '

Costs and Benefits

The cost associated with these recommendations consist primarily of the staff time
required to develop and implement these fundamental planning and management tools.
However, the benefits would be significant and include the efficient and effective
deployment of staff resources as well as ensuring maximum cost recovery.

135



Attachment I

Page 1 of 8

TOVI LSV 1 AHL NO SINANINOD daV OL AHdd T34 ISVH'Id *HLON

‘s10s1a12dng Jo pIeog 9y} 0) papIwqns SI 31 210J3q 108pnq Aw sysnfpe AJjensn 99430 S,0VI YL

‘s10s1A1adng JO pIeog sy} O} UOISSIWIGNS
0 1oud s)sanbar 198pnq s, juswiiedop Aur UO UOISIOIP [eUY AU et Apuepuadapur 201130 $,0VD YL

“OVD 3y} 0} papruiqns 193pnq Ino Ul UoISNIdUl 210Joq

parynsaf are A3y JI SUIULISIOP 0} suonEUAWENE 193pnq 10§ s1sonbai J7e1s Ma1ARI [ pue peay jusuntedsp AN
‘1Je1s 308pnq s, QVD Y} Y)IM UOTB)NSUOD Ul juaunedop AWl 10§ sojewInss anuasal dredsid |

-108pnq s Juswipredop AW IO SIIBWISI SNUIAI jusunredsp sredaid 3UOTE |

:(nok oy Ajdde et [[e ooy ases[d) Uoneledald 3ospng

-suonoaford 10 sonussal pue sa1n31puadxs jusunedsp JO SPI0IAL UMO Aw asn |

suonpoaford ammyrpuadxa Aur 10J B1Ep sryrpuadxa wasAs wndwod NIV 951 |

‘suonoaford anuoaal Awr 10 BIBp SNUSAL wa3sks ropndwod NIJV 3sn 1

‘snye)s 193pnq s jusurpedop Aw Sulpiedal jyels 198png OV Yim Apren3al 9jedtuntuiwos |

‘suonoafoid pue-1eak apIMAIUNO)) 10} SONUADI PUB somypuadxs jusuntedsp Jo suonosford Awr sasn OV UL

‘Teok a1 noySnoay; Jusuntedop Auw I0J sormypuadxe [enuue pua-1eak Jo suonodaford aredaid |

‘reak atp JnoySnoxy) yusuntedsp Al 0 SONUSASI [enuue pus-1ea£ jo suonoafoid aredaid |

‘1804 9y} Sunmp sarmIpuadxa [ende s Jusuruedop Aw Sutiojuow 10J S[qisuodsar we |

“Ieak o) JuLInp SANUIALI [BIIOE s juounredop Aur Sutiojruow 10§ S[qisuodsal wre |

:(noK 0y Adde et [[e }oaY0 9ses]d) SULIOIUOIA }9spng

s(jpuondo) awvu AnoJ

[9p0-2SC (S1¥) 01 xX0f 40 TO[P6 V) ‘0ISWOUDA] UDS ‘CZOT # IS 1244V Q6 E ] ‘wonpL0dio)) Louvunoddy asoy W A2AUDE] ‘NDISSNOAL
pad, o1 iow £g TWOI ISOTRIAIRYNEISSNOIGY 07 niowa Aq 7 [ 1sndny Aq Sjnsa4 ay} puas puv mo[aq JUsaIvis Y22 0] puodsal asva]d

3ITEUUONSIN() [EHUSPLU0,) GN015) SN0 (SI1900JO NUEUL “AInf PUBLD AJURO)) A3193UOIA 00T

136



Attachment |
Page 2 of 8

[4

AOVd ISVTIHL NO SINTININOD dAV OL HHA THHA ASVH'Id -4 LON

"wo)sAs 1o8pnq SUI[-UO 1) Ul BJep 3} URY) ISYjRI
198pnq s jusunredap Aw aredsid 0 Sp10Jar UMO AW U0 AJal IS0 |

4!

‘108pnq 9y ut
opN[OUl 3M JBUM S1BIOIP S9ATIOS[qO pue s[eod [[B19A0 s jusuredop AN

£l

*9]RIN00E 31 S 0] WSAS 108pnq suI-uo
o) ur eyep s,jusurpredsp AW 0} SUSUNSHIPE SNOISWINU 3)EW 0} 9481 |

[4!

"31RIN00E ST WIAISAS 108pnq SUT[-UO S, AIUN0)) Y} UL [IB}9p UOTHSOJ

3

. ‘ssaooxd uonyeredord
108pnq 2y} JO yonuw sejewrolne waysAs 128png suif-uo s Luno)) YL

01

398pnq
Aw Suiredaid 10y 003 [ryasn e ST WLISAS 198pnq SuI[-UO S, AJUno) Y,

*3]qRUOSEDI 918 STUIARS AJUBOBA
se yons syusunsnipe 1509 [auuosiad Surnpdpng 10y ssurepms Ajuno)

-‘uoneredald j98pnq 10] souepngd
JO 901n0s [njasn e [enuew uorjeredsid 198png s Auno) oy} puyy |

"9l 0} S[qeN]eA ST SISOIJO SouBUly
yusunredsp e Jo suneswr apmAjuno)) rejndar ut uonedronred AN

-suornjoafoid aimyrpuadxs pue anuaAdl
Awr sapupour uonosfoid soue[eq punj pus-1ed4 o9pImAIuno) s. OV 241,

‘123png I2A0
gu108 woy samyipuadxs jusaaid 01 9oe[d Ul 218 S[ONUOD APIMAIUNOD

‘1o8pnq 1940 03 Aoy
210J2q sarntpuadxa dojs 01 jusunedsp Aw Ul AJLIONE JUSIOINS SARY |

"A[owin} SI ejep WlsAS NLIV

"9]qer[eI SI Blep WaIsAS NIJV

[Suons
3213y

3213y

JEYMIUI0S
213y

JEUMITUOS
udesiq

aaadesiq

A[guoans
Jaa3es1q

xoq sreudordde oy ut X, ue Suroed £q SyuSUISTE)S SUIMOI[0F Y} Yiim 331TesIp 10 50138 NOA o1yM 0] 32138p oY) 21BIIPUL ISBI[J

3TEAUONSIN) [EDUIPYU0,) ANi0IL) SIO0] SI90LJ( soueuly -ATAf PUetD AJUNo)) ASINUOIA $00T

137



Attachment I

Page 3 of 8

€

d9Vd LSVT dHL NO SINIJIWINOD ddV OL 4944 THHIA ASVH'Id -4 LON

“syuauniredap [[e Aq 10JJ° 9ATRIOQRT[OD AJNI] B SeM G()
-4007 A 10] suononpai 1a8pnq Surasryoe 10J $$9001d ap1mAIuno)) oy,

8¢

a1monns [eusuiedsp [enoe 2 YHM
1U2ISISUOD a1k 128png s Jusuntedsp Auw ut pajussaxd syun 103pnq ayJ,

LT

‘suonerado s,jusunredsp Aur Jo JUSWSSISSE O1)SI[Eal B 9praoid
128pnq 9y} UI popnjour elep 2Inseaw dUBULIO)Iad puR pRO[YIOM 9],

9T

*3[qRUOSBAI ST
OV 24} 03 papTwigns si 11 19)je J98pnq Auwr Surpuawe I0J djqeiow) Y],

4

"sjqeuosear st 128pnq Aw Furredsid 107 sjqeiowm 3y,

[ 44

‘108pnq s Juoturedop Awr ut pajerodioour
axe saA1afqo pue sfeod ‘satorod 198pnq  siostatedng jo preod 2y,

X4

"paqrelap st 198pnq AW JO MOIA3I S OV YL

(44

‘sajewrr}so pue suondumsse AUl JO SISA[eUE Po[IEIop € sopnjour
198pnq [enuue pasodoad s jusunredsp Aur Jo ma1Aal S OV 9YL

17

-sjuounredop asoy Aq payjonuod Ajagie] a1e A0[ouyos ], HOHEULIOFU]
PUB SI0IAISG [BISUSL) SE YONS $}S00 AJUnoy) [ewssjut s jusuipredap Ay

07

‘syusuraoedar pue sopeiddn
SWI9)SAS UONRULIOJUT UIPUNY 10J BLISILIO JUSISISUOD Sast AJuno)) 3y,

61

‘syusunredap {[e 101
sjustusor]dal a(orysa Sursordde 10J BLISLIO JUSISISUOD Sasn AJuno)) sy,

81

‘syusumnredap [Je 10] Juswaoe[dal
1uowdinba Suraoidde 10 2119110 JULISISUOD S3SN AJUno)) ayJ,

Ll

"§1509 AJUNOD 19U PISBAIOUL UI J[NSAL
Kot J1 panoidde suoneuswidne 123png 193 01 JNOPJIP S1 31 ‘1eak Aue uj

91

“BLIOJLID opimAluno)) patjdde A[us1sIsSuod ‘pajuamwnIop
-[[om wo paseq syusuntedap 01 papieme aIe suoljejuswidne 193png

Sl

Buoas
saady

EEXtA 4

JeyMaWos
38y

TeqMaLI0S
aaagesiq

a3esiq

KBuoxs
J9.138s1(] .

SATETHONSAN() [ENUSPYU0,) dN0IL) SHI0,] ,SI91J( doUueuly -AIuf puerH AJano) AS.L_IUOIN +00T

138



Attachment I

Page 4 of 8

14

IOVd LSVTHHL NO SINANINOD AV OL 33 TAAd HSVH'Id “4.LON

:A0TAad SINHIANOD TVNOILLIAAV HAN TONI HSVH'Id

31EaUonsaTi() [EPUAPU0,) A0 SHO0, SI90LJ( MUBUL AIN[ pUEIH AJUNo)) AAIIUOIA $00T

139



Attachment I

Page 5 of 8

"SI0SIAISANS JO PIEOG SY) 01 PeINWIGNS s 1t 910j8q jebpng Aur s}snipe Ajjensn a0 s,0v0 Ul

“siosi/uadng JO pieog ayj 0} uoIsSsiuans 0y Jold sisenbal 1abpng s uslipedap Aw Uo UOIs1dap jeuly sy} sexew Ajuapusdapul 80J0 S,0V0 @Yl

“OVYD 8ayj 01 paniwagns 12bpng Jno U} Uoisnioul aiojaq Pannsnl 8J€ Aoy jl sulWIBiap 0} suoljejuawbne 1obpng 1o} S}senbal JEIS mainal | pue peay Juawuedsp AW

"JJE15 19Bpnq 5,0v0 8ul Yilm UORENNSUOD Ul jualipiedap Aul JOj Sajewlss anuanal asedaud |

oBpNq S)UaWLIEdap AUl 10} S8}EWNSa anuaAal Jusuedsp a1edaid SUOE |

uonjeiedaid jabpng

“5U0Ij00[0Jd JOj SeNUBAS) PUE salfijpuadxa juswyedap }0 spiodal umo.Aurasn |

SUGIo3l010 SINjIpUadXa AW J0j BJEP alnjipusdxa WajSAs 18Indwiod NIV 8sn |

"Suonoaloid anusAal Aw J0J EJEp anuaAsl wa)sks Jandwiod NIy asn |

"Smejs 1ebpng s, juswpedsp Aw buipiebal jels 19bpng OvD Ulim Aleinbal a1ediunwwos |

“suonoafold pue-Ieah apIMATUNOY) 10} SBNUBASL pue Selnyipuadxs jusuipedep jo suonosfosd Aw sasn OvD 8yl

“JESA By} JNoybNoIy; JUsWedap AW Joj sainjpusdxa jenuue pua-ieaA 30 suonodalold siedaid |

JB8A By Inoybnoiy) Juswypedsp AW 10} SanuaAal fenuue pua-ieah 0 suopdafoud aledsid |

B34 ay; Punnp sainjipuadxa jenjoe s udwpedep Aw Bupiojuow ioj a)qisuodsal we |

“J€8k ey buunp senuoAal [enjoe s jusuwiledap Al Buojuow 10} s|qisuodsal We |

. “buniojuopy 3@bpng

sjinsay aileuuoi}sanp dnolo sndod Jadyyo yebpng Aluno) Aaisjuoiy

140



Attachment I

Page 6 of 8-

9 z 9'¢ “Syustiedap [ AQ 11013 2ANRIOQE[[09 A[NIl B SeM GO-b00Z A 10 Suononpai 1o3pnq Sutaayoe 1oj ssavoid aprmkiunod aylr| sz
S 4 9y 2Imanns [eluawnredop [ENI0E SY) )M JUSISISU0I 21k 193pnq s juswiedap Aw ui pajuesaid suun 193pnq 341 | o
S - 9'¢ ‘suonjelado s jusunedep Aw jo JUawISSasSe 91151[2al B 9p1a0id 193pnq ay) U1 papn|oul BlEp dINsEAW sosuewioylad pue peopjiom sy L] oz
S € 9'¢ "3]qruosEal ST QY7 Y1 0] payIwiqns S 3i 19y jodpng Aw Juipuswe Joj S[qelawill YL | st
S € 9'¢ '3]qeuoseal s1198pnq Aw Surtedsid 10§ djqeiawnl sy L] vz
S [ oS 1o3png s, juswiredsp Aw ui pajesodiooul a1e saand2fqo pue sjgod ‘satonjod 198pnq s1os1atadng Jo preoqg sy} e
9 - 0V ‘pPa[IeIap st 18pnq Aw JO MIIAI S, OVD L zz
9 4 8y "Se1EWIISa pue SUodWNSSE At JO SISA[EUE potelap ¥ sapnjoul j03pnqg jenuue pasodoid s Juswpredop AW Jo M3IA3I S.OVD 9YL| iz
9 € 9y “sjusunedop 250y} AQ Paj[0N1u00 A[aBie] 21w A30[0uyd3 ], UONRULIOJU] PUEB S3IAIIG [BIUID S YIS 51500 Aunoy) [eussur s juswiredsp AW| oz
14 1 (43 “Sjuatiaoe[dal pue sapelsdn SWajsAS uoieuLiojul JUIpUN) 10j BLISILO JUSISISUOD $asn AQuno) 4L} i
S 1 ov “Sjuountedap [Je 10§ s)uawase[dal ojoryda Juaoidde 1oy LN JUA)SISUOD S3SN AJUNOD BYL| 8t
S 1 e “Symewedap |[2 10j Jualreoeldal juowdinbs Suiaoidde 1oy BLIOJID JUAISISUOD 53SN AIUN0) SYL| LI
9 4 9y 1509 AJUNOD 1aU PaseaIaul Ul 3 nsal Adyy Ji paaoidde suoyeiudwidne 123pnq 138 03 3noyIp 1 1 189k Aue uy} of
S - 0'€ ‘21191119 apimAuno)) patjdde AusiSisuod ‘pajualWmdop-|[om U0 paseq syuauiitedap 01 popieme are suonejuswdne 108png| <1
S ¥ vy “WwaySAS 193pNq SuUI{-U0 3y} Ul BIBD oY} UeY) Jayres 198pnq s Jusunsedap Aw asedaid 03 sp10oat umo Aw uo Ajp1isnw || gt
S 14 9% ‘198pnq ay) Ut 3pnjoul am jeym aje101p saan0a{qo pue sfeod jjersno s wuownedsp AN| <1
S 17 9y ‘9JRINDOE 11 3YeW 0 WdISAs 1a3png aul{-uo 3y u1 eep s juawpredap Aur 03 sjuswisnipe snoIdwnu eul 01 3Aey If 73
b € g€ “21eiND0E ST WAISAS 133pnq aurf-uo s, A3uno)) ays u1 [1e13p uonisod| 1t
14 Z a3 $52001d Uoneledsld 193pnq Y} Jo Yonw sajeoIne wWajsAs 198png dulf-uo s, Ao AYL| ot
9 12 v Jo3pnq Aw Suuredaid 10 |00 [nyasn e s1 wa3sAs 393png aul[-uo s, A1UN0D 3YL| 6
S 1 X3 ~3|qEuOSEal o1E STUIARS ADUBJBA SE Yons Sluaunsnipe 3502 Jauuosiad 3unadpng 1o saulpeping AuncDi g
S 3 g€ ‘uoljeiedaid 198pnq 10f 2ouepInd Jo 22IN0S [NJISA © [RNUBLL uotjeredaid 133png s, Auno) aya puy 1 ¢
[¥] ¢ rAlS "3l 0] 2[qeN|eA SI S1901jJ0 soueulj Justuiedap (e Jo sBunow apimAiuno) sendal ut uonedonred AN} o
g S TS ‘suoitoaford axmipuadxs pue anuaaal Aw sspnjaul uonaafoid saue[eq puny pus-1wak apmAIuno) s,OVI a4l s
S € ot Jaapnq 190 Juto woly saimipuadxa juasaid 03 aoeyd ul ate sjoNU0d BpIMAIUNOD | v
[ 3 oy 123pnq 12A0 03 Aay3 210)3q saxmipuadxa dojs o1 Juswiedap Aw ul AJLIOYINE JUIIYINS ABY [} ¢
S [4 8¢ “Ajawinl st ejep WAIsAS NIJV| ¢
S £ vy “2]qeljal St elep W3lSAS NIAV] 1

Xe Wi 3ay A[3uo1)S 9913V (9) 2218V (S) 1EYMIW0S 3313V () reymdwog 33a3usi(] (g) 22188es1( (7) Alsuonyg a13esi( () 210N #

141



Attachment [
Page 7 of 8

2004 Monterey County Civil Grand Jury
Analysis of the County Budget Process

Monterey County Budget Officer Focus Group Questionnaire Comments

{ In regards to the budget monitoring and budget preparation: J

» Thave staff who assist in the(se) process(es).

» The CAO budget office controls the revenue budget and allocation for realignment and

Proposition 172 revenue. The revenue allocation is posted in May or June and rolls into the
general fund at fiscal year end.

2. AFIN System data is timely.

» AFIN system inflexible, need to wait for hard copies of month end reports and unable to
create ad hoc reports for budget or financial analysis.

3. I have sufficient authority in my department to stop expenditures before they go over
budget.

» A number of the department’s programs are entitlements --if an individual meets the
eligibility criteria, they are entitled to the benefits. Projections are updated monthly and are
reported to the Board of Supervisors Budget Committee on a monthly schedule. The

department, generally, has sufficient information to know when budgets will be exceeded and
to request adjustments.

» Yes except for last minute JVs done by either Auditor’s office or CAO.

10. The County’s on-line budget system automates much of the budget preparation process.

11. Position detail in the County’s on-line budget system is accurate.

» The personnel portion of the budget system is very useful to the department. Prior to the last
budget/personnel reduction, the department had over 700 positions. The assumptions built
into the budget system are useful in projecting the costs of personnel.

13. My department’s overall goals and objectives dictate what we include in the budget.

» The department is guided by goals and objectives, but the availability of sub-vented revenue
and county general fund to match it, is a greater dictator.

Page 1 of 2
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2004 Monterey County Civil Grand Jury
Analysis of the County Budget Process

17.

19.

The County uses counsistent criteria for approving equipment replacement for all
departments. ‘

The County uses consistent criteria for funding information systems upgrades and
replacements.

>

General Services has replacement cost line — [T does not.

20. My department’s internal County costs such as General Services and Information

Technology are largely controlled by those departments.

Rates for charges are set by IT and General Services, but budget figures and actual charges
are based on individual department requests for service.

The County charging departments charge more than the private sector for computer and
programming services, telephone services and maintenance services.

24.

The timetable for preparing my budget is reasonable. ' 1

IT’s budget depends greatly on other Department’s input for service. In a year of unknown
budget cuts, the timetable can become difficult due to a hold out from these departments, or a
late adjustment to their budget with us based on CAO budget direction changes.

28.

The Countywide process for achieving budget reductions for FY 2004-05 was a truly
collaborative effort by all departments..

The CAO budget office assigns departments’ net county cost budget targets. The budget
reduction targets are assigned by the CAO budget office then later negotiated with individual
department heads and finally approved by the Board of Supervisors. Salary and benefits
bargaining unit contract increases are withheld from the budget and posted in late April or
May. The department is expected to absorb these increases as much as possible before the
CAO budget office allocates funding. If shortfall experienced before this posting, the
department needs to explain why the budget shortfall.

Page 2 of 2
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ATTACHMENT 1.1

PAGE 1 OF 10

Beforey  Boord of Supervizors biand fo  he %ﬁ/
cﬂlﬂl{y ""f Mnulmy, Sla!e Df wl'_fggm

Fole and Responsibilities of the }
Board of Supérvieors Commitrbess and }
the Natividad Medical Cekrter Jolnt |}
tonference Committes with Amendments}

Approved. . 4 .4 0 4 e s s o« e « a

This report prepared by Jaff Campen, Assistant County
administrative DEficey, is a response from the
Iegisiative, Budget, Health, and Finance and Capital
Froject Plenning Cormittees to the Board of Supervisors on
thelr reles and responsibilities, which addresses
restructuring the Katividad Hedical Center Joint
conference and provides for the Q€8 Liaison Comnittes to
gevelop and submit its role and responsibilities for
approval by the Board.

chairweman shipmuck states that pertaining to the
Hatividad Medical Conter Jodint Confersnce Committee, ita
axistence is & legal regquirswent and one which every
hoapital has. It reviaws specific matters apd does not
bacope involved with internal management or health policy.
I approved, Eraest K. Horishita. e Counky
Administrative Officer, will then return to the Board of
Supsrvisarg with the defined roles and responsibilities
identified by the Joint Conferunce Committes.

Superviser Raras asks that the County Adsinistrative
office provide & written agenda of each coomitbes maeting
te all Board merbers,

A regquest is made by Supervisor Strassar rawfiman that a

sumnary of the quarterly report be made svailable by the.
Budget Committee to all Board members. The Board menbers
add wording to ¥o. 3 of the Budgst Committee's Holes and

Responsibilities to read:

*Conduct inguiries into specific budget proeblem areas as
they wmay aries, bringing gﬁose of a poliey nature to the
attention of the Board of Sepervisorsz, and in addition
bring guarterly reportsz sumserizing budget progress
througbout the year to the Board.®

The Board mewbers congur that the compittees will be
limited to discuszing sublacts that are within the adopted
roioes and responsibilities and that all other issues must
como from & reaferral by the Bsard of Supervisors. It is
alsy agreed that Item He. 2 of Attachmeht 2 (Health
Committes) be deleted.

The 005 Liaiscn Committee is prasently staffed by the
Planning Department, and it is suoggested
Intergoverimpefital Affairs provide staff overzight.

"pon motien of Superviszor Karas, seconded by Supervizor
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Del Piero, amd unanimously carrisd, the Board herchy
approves with amendrents and chahges dlscussed:

1. The roles and regponsibilities of the Legislatiwve,
Budget, Health, and Finapce and Capital Project
Manning committees and limit the subjacts o ba
reviewed by theze committees to their roles amnd
responsibilities or issues referred by the Board of
Bupervisorz.

2. The restyucturing recommendaticns from the Health
Copmittee on the role and responsibilities of the
Ratividad Medical Cemter Joint Conference Committee.

3. The DC8 Compittes's role and respensibilities keing
developed and submitted to the Board for approwvel at a
future meeting.

| EAMEST K. MORISHITA. Clork of the Beard o Supervisors of the County ol Morterey, State af Cali1grnia, hereny certity izt the
1g:panng 1S @ true copy of a0 eriginad crder of saig Boded wl Suparvisers duly made and snterec:n the mirsises tharent At page —~= . of
Minute oek .62 o _May L6, Z28S
fale Vay 16, 1%29

ERNEST K MORISHITA, Slier oF the Boany
ebbupervisels, founly of Marierey,

%ata }?ﬁorn’ia.
En_;\"— 224114

Deputy
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Revised 5,12/89

SURTECT [APPROVE THE ROLE AND BOARD AGERDA
RESPONSTIBILITIES OF THE BOGARD MEETING KUNBER
OF SUPERVIBORS' COMMITTEERS AND THE DATE
HATIVIDAD MEDICAL CENTER JFOINT CONFERENCE 5 - f 3
COMHITTEE S/18/080 *
4310 P.H.
DEPARTMENT County Administrative office

ECOMHMENDRTTON
Thie Board of Superviscra approve!

i. The Tcles and responeibilities of the Legislative, Budget, Hsalth,
and Finance and Capital Projsct Planning committess and limit the
subjects to be reviewed by these committees to Lhese roles and
respensibilities or issues referred by the Board of Supervisors.

2. The restructuring recocmmendaticns from the Health Committee on the
role and reesponsibilities of the Natividad Medical Center Jaoint
conference Committee, amd:

SUMMARY

This report is a responsa from the Legislative, Budget, Health, and
finance apd Caplital Project Plenning Committees to the Board of
Baparvisors on thels roles and responsibilities, addresses restructuring
the Hatlvidad Medical Center Join Conferendse Commiteses, and provides for
the ©C5 Lisison Ccommittes to dewelep and submit its role and
responaibilities f£or subsequent Beoapd approvel,

The Board of Supervisors raferred to the Laegislative, Budget, Husalth,
and Finance and Capitsl Prodect Planning Committess & reguest that these
comittees review their roles and regponsibilitiss and report back to
the Board. thece four ocommittees ccmpleted this review and are
providing their recommendations concerning their respective role and
responsikilities. The detailed ryesponses from each comsittee are
attached. In sumpary, the four committess coles include:

BUDGET: To provide angeiny oversight of the County Budget and to
bring these items of significant Impagt theketo to the attentian of
the fall Beard of Supervisors for appropriate consideratien and
action,

BEALTE: To provide analysis of health policies and programs which

capnet he provided throughout the nermal agends review process and
makxe recommendations to the Board of Supervisors
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FINANCE AMD CAPXTAL PROJEOY PLAKNING: To review and recomwend o the
Scard of Bupeivisers on major finamclal policies and fiesues lwmpacting
the County.

LEGISLATIVE: To review and recommend to the Board of Supervisors
State and Federal Lpglﬁlative. pr;nritles, goals and actions amrd to
moniter ongoing legiskative issues impacting Monterey County.

The commities responses indicats a wvariety of approaches teo focus on
their areas of review, All committees have included referrels o theiy
committess by the Board of Supervizors. Some have spec* ried that the
subject must be et forth in the sommittes’s responzibllities (Budget,
Finance and Qapltal Projeact Planning). One committes xeccmmends that
sibjsots bay b-:a initiated by a committee menber or by a suggsstion frem
the County Ad:ministratwe Office if the comnittee members ooncur
{Health). One committes is much wore reliant on departmental inpm“ to
fulfill its role and responsibilities (Legisistive).

These various approaches do not appear to be lnconsistent provided that
the subject the committee is focusing on is directly related to its role
and responsibilities as outlined in each of the atkachments. Moreover,
all committees must have the flexibility to consider departmental input,
Finally, each committes should have the respnnslb iity of determining
the appropriateness of the subject to be reviewed to ensure that it isz
either & referral from the Board of Supervisors or that it ia set forth
in the committess role apd respensibllities. Tharefors, it £ia
recommended that the Board of Supervizors approve the roles and
regponsibilities as subnitted by the commitbees.

The Health committee also has made recommendations to the Board of
Sypervizors on the Natividad Medical Center Joint conference Coammittea.
These recommendations include the copposition of the Joipt Conference
Comnmitkee, the wmegbership of the Health Committee and the Joint
Confarence Committes be two separax:e assignments for PBoard Members,
continuity of Board of Supervisor membership on the Joint Conference
Committes, and mesting freguency. It is recommended the Beerd of
Supervisors approve thsse rac:ammen&n’tims from the Health Commities to
restructurs the FMC Joint Confersnce Commiittas.

Tha Outer Continental 2helf Liaizon (0CS) Committee vms established in
January of 1%88. Supervisors Strysser Kauffman and el Plero serve on
this committese. The committee was net incliuded in the Janusry 1989 list
of Board Comsittess. Due to this oversight the 0C5 Liaison committes
was not contacted to develop their zole and rasponsibilities for this
Board rTeport. It is recowmzended that the committesis role and
responsibilitiea be developed and subnmitted to the Board for epproval
at a future Board meeting.

CTHER ASENCY INVOLVEMENT

The foellowing committees of the Board of Supervisors wers Imrolved in
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developing responses on the stbject of thelr roles and rasponsibilities:
Budget, ¥inance and Capital Frelect Planning, Leglslative, and Health.

/W

JEFT CAM®PEN
Assistant County Edministrative Officer
4= 10-8%Y

JC 8824

Attachments
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ATTACEMENT 1
FINAMCE AND CAPITAL FROJECT PLANNING COMMITIEE
RELE
The Finsnce and Capital Irojest Planning Committee reviews and
recommends to the Board of Supervisors on major financial pelicles
and issues impacting the County.
SPCONE ]

1. Develop long-range gapltal project planning and financing
alternatives for capital improvements. .

2. Establish finapcisl palicies affecting the Cognty's revenus

bage., 3 -

3. Review and recommend ehort-tarm borrowing policies ana
programs.

4. Feview majeor financial reports te the Board of Supervisors

such az the County's anmual-finzncial reports, Iinvestment
policies, and pel? insurance programs.

5. Reviey feasjbility studies that impact the County's financial
stAtLE O BYSTams.

€. Review fimancisl &lternatives for financing capital preojects
or sguipment.

7. Engage Iin other projects as determined hy *he Board of
Supervisors.

The pexbers of the Financial and Capital Frojects Planning
committee agreed that the gubjects which the Committee would review
wonld be limited <o those aressz set forth in its role and
responsitilities or tc those issues referred by the Board of
Supervisors.
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v ATTACHMENT 2

Many of the issues invelved in the patchwork of healith policy
require analysis that cannet be provided through the normal agenda
review process. In an effort to provide that analysis the Board
has established a Health Committee to review egrtain health-related
AS5UES ..

In addition, the =members of the Health Commitbee have been serving
as the Boazd of Supervisors' representatives to Natlvidad Medical
Center Joint Conferstice Compittee. W%hile these two committess are
both exposed to health-related issues, the functions are different.

A5 2 result of discussions regarding comalttae roles and functions,
the metbers of the Heslth Committee provide the foellowing
recosnendations:

1. The Health Commitisa should feeus itz attention on issues
related to health poelicy. Recognizing the interdependent
nature of health-related cperations, this may require locking
at pregraws structured to "meet Jdocalized or county-wide
CONCeTNS. >

2. Jteme showld cope before the Health Committee through Roard
of SBupervisors' raferral, comaitiee members dnitistion or
tounty Administrative Office (CAD) suggestion (with committee
wmerbers! CONCUTTEnce) . :

3. JMeetings should be beld on &n “as-needed” basis, with
coneurrence of copmittes merbers.

4. The CAD's apalyst assigned to  Health Department
responsibilities should serve as staff to the Health .
Committee. This analyst should prepare agendas for meetings
and attend all sessions.

5. Formal minutes need not be taken and kept, althovgh committes
nenpers should periodically report committes activities to the
Board of Supervisors, as a whola,

6. The Health Copmittee should not involve itself in departmental
administration suzept ta insure that departmental astivities
de not conflict with established Board policies. Any
recommendstions modifying current policies wmust be submitted
to the full Board of Supervisors for approval.

7. The mgmbarsnib of the EBealth Committes and NMC Jeoint
Conference Committee should be considered +twe separate
agsignments. :

JErSEES 2
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The Bodrd of Suparvisors should appoint two of its menbers tpo
serve on the Jeint Conference Copmitiee. Faxr :cantinu,ity
purposes, only one of the current committes designess should
be replaced through January, 1550, at which time the mecond
new oanber would be substituted.  In Japuary, 1I5%1, the new
member appointed during 1883 should be replaced. If this
recompendation 1s accepted, by the end of 1981, the entire
Board of Supervisers will hawe served on the Joipt Conference
commitiss .

The KMC Jolnt Conference Committee ghould mest on & regularly
schadnled basis. It should alse meet pericdically with
vesident physiclans to mir key dzsuaes and encourage
constroctive feedback to the Board of Superviscrs:

The HNMC Hespital Administrator shall be recponaible for
staffing the KMC Joint Conference fommittee to provide siting
of meetings, agendas, and formal minutes.

The CAQ's analyst assigned to NMC responsiblilitise (andsor
other designated CAD representatives) shall attend all WMC
Joint Conference Committes nunting:i.

The pembership of the FMC Jeint Conference Committee shall be
as follows: ‘two meubers of the Board of Supervisors, the NMC
Medical Director, WMC Chailrman of the Medical Staff, and the
MG Hospital Administrator.
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v ATTACHMENT 3
BUDGET COMMITTEE
ROLE AND RESPONSIBILITIES

The Board of Supervisors Budget Committee recently vndertook a
review of its role and responsibilitiss. As a result of that
review, the Committee recommendsz approval of the following as the
perameters within which the Committee will operate:
Gommittes Role: It is the role of the Board's Budget
Committee to provide ongoing oversight of the County budget,
and in this capacity to bring those items of significant
impact therete to the attention of the Full Board of
Supervisors for appropriate consideration and " xction as
warranted.

u—

s

sonmittee Regvonsibilitiss: In adherence to the role defined
adove it shall be the rasponsibility of the Budget Committee
to;

1. ERecelve and review the monthly financial reports provided
by the County Administrative officer;

2. Meet with the County Administrative Officer on a monthly
basis to review said fimancial reports:

3. cConduect inguivies into epecific budget problen armas az
they mey arise, bringing those of a pulicy nature to the
attention of the Board of Supsrvisorsy

4. ddvime and assizt the County Adwinistrative Officer in
the fellowing aveas:
a. Davelopment of budget pricrities
b. C“Reviev Nid-Year Budget Status Report
<, Review annusl budget schedule
d. Budget Fforzat
e. Eudget automation

5. Review Board of Bupervisors budget reguest.

Bt 427 rs] &
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LEGISLATIVE COMMITTEE
ROLE AND RESPONSIRILITIES

COMPITIEE ROLE: To review end recommend to the Board of Supervisors State and
Federal Legi<lative priorities, goals and actions and to
Emni %ar ongoing TegisTative issues fsmpacting Hanterey
ounty.

COMHITTEE RESPONSEBILITIES:

1. Dovel u? with gassistance of tmma{ Dapartment Heads, anmual State and
Fedéral LegisTative Package, inciuding Tanguage to be sponsored and
county positions on Tegistative issues,

7. Review and recommend county positions to the Board of Supervisors,

3. Advocaie the Bodrd-approved positioms-on behalf of the County in the State
and Federal Capitols. ¥

4. Coordinate the County's legislative Adwocicy efforts amonn departments and
between Department Heads and the Board.

5. Ensore County“s position on legislative Yssues is tha officte] position of
the Beard of Supervisors.

6. Mest on an ag-nesded basis, mormaily ence every two wesks %o cowsr
legislative agenda. :

7. Arrenge periodic meetings betwesn the Board, State and Federal elected
officials.

& Mork clesely with Assistant County Admintstrative Officer -
Intevpovernmental Affairs on all {eqis?ah‘v& isspes, including but not
limited to receiving bills, reviewing contents, tracking, researching,
deveioping recumnged positiens, preparing Board Raporis, notifying
affected departments and legislaters of County pesitions, preparing
correspordance and prasentations, arranging for testimony and assuring
appropriate follaw-up.
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ASSETS
Cash and Investments in County:
Treasury
Held with trustee
" Advanced to paying agent
Imprest cash
Receivables:
Accounts and other - net
Grants
Interest
Taxes
Advances
Due from other funds
Due from other agencies
Inventories of materials and supplies at cost
Prepaid items and other assets
Long-term receivables
Total Assets

LIABILITIES
Vouchers and accounts payable
Accrued liabilities
Estimated self-insurance liabilities
Due to other funds
Deposits from others
Deferred revenues
Advances from other funds
Total Liabilities

FUND BALANCES
Reserved for:
Encumbrances
Unavailable assets
Debt service
Other reserves
_ Unreserved:
Designated for:
General
Self-insurance
Undesignated, reported in:
General fund
Special revenue funds
Capital projects funds
Total Fund Balances

Total Liabilities and Fund Balances

The accompanying notes are an integral part of these financial statements.

COUNTY OF MONTEREY

Balance Sheet
Governmental Funds
June 30, 2002

Facility Other
General Magter Plan Governmental
Fund Implementation Funds Total

$ 33,968,652

§ 15,099,393

$ 95,969,870

$ 145,037,915

- 79,588,274 2,381,813 81,970,087
300,000 - 993,912 1,293,912
16,200 - - 16,200
17,294,103 - 608,028 17,902,131
12,790,630 - 3,973,872 16,764,502
678,157 - 92,002 446,871 1,217,030
481,676 - - 481,676

- 11,005,253 748,582 11,753,835
20,585,893 - 23,000 20,608,893
- - 1,872,484 1,872,484

133,161 - 179,928 313,089
682,912 - - 682,912
12,000 - 7,020,394 7,032,394

$ 86,943,384

$ 105,784,922

$ 114218754

$_306.947.060

$ 6,379,592 § 17,742 § 4,161,793 $ 10,559,127
8,264,075 - 3,859,832 12,123,907
7,060,000 - - 7,060,000
' - - 611,874 611,874
- - 3,869,312 3,869,312
14,714,500 - 2,291,189 17,005,689
- —~ 748,582 748,582
36,418,167 17,742 15,542,582 51,978,491
9,206,147 3,817,401 8,511,100 21,534,648
532,666 11,005,253 7,200,322 18,738,241
- - 12,655,064 12,655,064
900,000 - - 900,000
5,457,041 - 2,817,867 8,274,908
20,656,000 - - 20,656,000
13,773,363 - - 13,773,363
- - 53,402,418 53,402,418

- 90,944,526 14,089,401 105,033,927
50,525,217 105,767,180 98,676,172 254,968,569

3 __86,943.384

$ 105,784,922

$ 114.218,754

3 306,947,060

21

154



WORMS AND VIRUSES, OH MY!

SUMMARY

In response to citizens’ concerns about the potential risk for fraud, viruses, intruders,
security violations, and data manipulation to Monterey County Information assets,
members of the Monterey County Civil Grand Jury conducted an investigation into the
security and privacy of the Monterey County Information computer network. Monterey
County Information assets inciude the revenue it has received and recorded, and the
citizens’ information that is associated with it.

PROCEDURE/METHODOLOGY
Members of the Grand Jury interviewed:

* Employees of the Monterey County Information Technology Department
Members of the Grand Jury reviewed:

» Monterey County Information Technology Report of Accomplishments, Fiscal
Year 2003-2004

* [nformation Technology Security Policy dated September 10, 2002

= Security Assessment Report prepared for Monterey County by IBM dated
November 2001

» Gartner Transition Study Results

BACKGROUND AND DISCUSSION

It appears that, in the past, Monterey County’s Information Technology Department (IT)
had not been following what is known as best practices. A Security Assessment Report
prepared for Monterey County by IBM in November 2001 rated the information security
environment an overall score of 25% against industry best practices. Industry standards
recommend an average of 75% with at least 60% in every section that was rated.
Monterey County rated below 30% in six of the 10 categories--only one category scored
higher than 30%, Physical and Environmental Security at 54%. Personnel Security
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scored 30%. Two categories were not rated. An overall score of 25% indicates that
Monterey County’s information assets and reputation are at high risk.

The report stated that the following factors are critical to the successful implementation
of information security within an organization:

s Security objectives and activities based on objectives and requirements,
which is led by management.

» Visible support and commitment from top management.

= A good understanding of the security risks to organization assets and of the
level of security inside the organizations.

= Effective communications of security to all managers, employees, and
contractors.

= Distribution of comprehensive guidance on information security policy and
standards to all employees and contractors.

The foremost recommendation of the assessment report was to establish a formal
Information Technology Security Policy. The second recommendation was to establish
a centrally managed information security core competency by creating an Information
Security Officer position that should report to the County Administrative Officer or other
high-level position. Another recommendation was to create an information asset profile
because of the extremely sensitive and confidential data in the County.

The Board of Supervisors approved the Information Technology Security Policy dated
September 10, 2002, which established a Chief Security and Privacy Officer position.
The responsibilities of this position are to implement, administer, and interpret
organization-wide information systems security policy and establish and maintain
security standards, guidelines, and procedures in support of the adopted policy.
Authority for information systems security is centralized for all of Monterey County and
its subsidiaries in the Chief Security and Privacy Officer.

In our interviews, the Grand Jury found that this security position is effective in most
divisions with the exception of the departments of the Treasurer-Tax Collector, the
Assessor and the Revenue Division of the Treasurer-Tax Collector's Department.
Compliance audits have not been conducted on these systems since July 2003, creating
the potential for compromise or fraud.

Another issue Monterey County faces is protection from computer viruses. The Grand
Jury learned through their research that Monterey County received nearly 1800 infected
e-mail messages per month in the last two quarters of calendar year (CY) 2003. In
2004, the numbers have increased and now peaks at almost 140,000 infected e-mail
messages per month. In the second quarter of 2004, the number was greater than
260,000. Many of these viruses were received as e-mail attachments.

Within the County IT system, there are approximately 3800 desktop computers from

various manufacturers, running different versions of the Windows operating systems.
Eighteen hundred are set up for being able to inventory installed software, also allowing
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for virus patches to be sent out over the network. Because of the various operating
systems, it took several weeks and cost the County approximately one quarter million
dollars to disinfect the various computers throughout the County. Intrusion detection
programs are in place, but only for the servers located in the Data Center. For other
computers, the only tool is security awareness.

Some departments have their own IT support person in addition to support provided by
the County IT Department. According to Gartner Transition Study Results, an IT
research organization, organizations competing on a thin cost margin and scalability can
support the ratio of one technician to 125 to 200 devices. Monterey County has
approximately 3000 devices, for which industry standards suggest 24 technicians.
Monterey County employs twice that number. Hardware and software costs historically
appear to go down, while salaries increase.

In Monterey County, there are 232 servers of which 155 are in the Data Center. The
Assessor, Treasurer-Tax Collector, General Services and Probation maintain their own
servers. Approximately four years ago, the Data Center was not performing in an
efficient manner. It appears now that the Data Center is functioning well and all servers

should move back into the Data Center to ensure that there are no opportunities to
perpetrate fraud.

FINDINGS

1. The County is not in compliance with the Information Technology Security Policy
dated September 10, 2002, and approved by the Board of Supervisors. Some
systems are not being audited on a regular basis because access has been denied.

2. The majority of Monterey County departments have their own Information
Technology support positions resulting in duplicative efforts and costs.

3. Although industry standards recommend one technician per 125 - 200 devices,
Monterey County employs almost twice that number.

RECOMMENDATIONS
The Board of Supervisors should ensure that:

1. Monterey County’s Information Technology Department should come into

compliance with the Information Technology Policies approved by the Board of
Supervisors.

2. All systems are accessible and able to be audited.
3. All servers are moved back into the data center to ensure segregation of duties.

4. Information Technology is re-centralized to reduce duplicative costs and redundant
workloads, saving Monterey County approximately two million dollars per year.
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RESPONSES REQUIRED

Monterey County Board of Supervisors
Findings 1 through 3
Recommendations 1 through 4
Date Due: April 4, 2005

The Board of Supervisors Should Direct the Director of Information Technology to
respond to:

Findings 1 through 3
Recommendations 1 through 4
Date Due: April 4, 2005

Responses o the Findings and Recommendations shall be addressed to the
Presiding Judge of the Superior Court of California, County of Monterey as noted on
page iv of this report.
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RISKY BUSINESS

SUMMARY

In response to citizens’ concerns that the County’s Risk Management Program is not in
compliance with sound fiscal practices, including proper reserves and allocation of funds
for services, the 2004 Civil Grand Jury conducted an investigation into the program.

PROCEDURE/METHODOLOGY
Members of the Grand Jury interviewed:
= Concerned citizens

Members of the Grand Jury reviewed:

» County of Monterey Risk Management Program Evaluation dated March 15,
2004, conducted by ARM Tech

» Liberty Mutual and Helmsman review of Monterey’s Workers Compensation
Program dated April 30, 2003

BACKGROUND AND DISCUSSION

After a very challenging year of budget cuts, many departments were tasked with cutting
as much as 60% of their net county costs. For revenue generating departments, this
was not as painful, because their net county cost was usually low. Service type
departments such as the Auditor-Controller, General Services, Administration, etc.,
which are not revenue-generators, it appears had no choice but to cut staff and distribute
responsibilities among remaining employees. Two of those positions deleted by
Administration were the Risk Manager in 02-03 and the Safety Officer in 03-04.

The Safety Officer is responsible for loss control, with responsibilities to include:

a. Conduct quarterly meetings with department safety representatives (who are
frequently different from the workers compensation coordinators).

b. Create and maintain a safety video library accessible to all County
departments.

c. Perform ergonomic assessments.
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Conduct investigations of workers compensation injuries, vehicle accidents
and incidents of workplace violence.

Coordinate training among departments (i.e. referring pesticide specialist in
one department to train other departments with similar exposure).

Administer the Department of Transportation drug-testing program.

The Risk Management Program coordinates all risk management activities to include:

®aooTp

Liability and workers compensation claims processing;

Administration of the County’s return-to-work program;

Evaluation of contractual risks;

Administer the County’s Injury Prevention Program; and

Oversees the administration of the claims fund and cost allocation plan.

In March 2004, ARM Tech, a consulting firm that analyzes an organization’s exposure to
loss, conducted an evaluation of the Risk Management Program of Monterey County.
The analysis included such subjects as risk costs, risk financing program structure,
claims administration, loss control, contractual risk transfer and the County’s
organizational approach to risk.

Some of ARM Tech’s findings were:

>

Monterey County’s Cost of Risk (COR), with COR being a concept that
attempts to quantify and tabulate the amounts an organization expends on
risk treatment, was higher than other counties ARM Tech had studied.

Workers compensation costs represent 68% of the total Cost of Risk, an
amount higher than other California counties.

Staff assigned to administer the internal service fund to allocate risk
management costs are not familiar with the various codes used to
identify/track costs.

The responsibilities of the former safety officer were absorbed by a

management analyst within the Department of General Services prior to the
2003-04 Fiscal Year.

Only two of the three individuals who review contractual risk transfer

language felt they had adequate training or the authority to review or modify
the language.

At the end of the 2002-03 Fiscal Year, the County eliminated the Risk.
Manager position, assigning the Assistant County Administrative Officer
oversight responsibility for the risk management program. Other risk
management tasks have been delegated to other County divisions. A
management analyst in another division administers the County’s prevention
and protocol program. A finance manager from a third division oversees the
administration of the claims and the cost allocation plan.

A report to provide measurements of Monterey County’s Workers Compensation
program with Liberty Mutual and Helmsman stated that as of April 2003, Monterey
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County was outperforming most workers' compensation programs, public and private, in
a continued downward trend in loss rate. The purpose of such a report is to provide
measurements of Monterey County’s Workers Compensation program with Liberty
Mutual and Helmsman. The report also stated that loss prevention, safety and health
efforts over the past five years have contributed significantly to Monterey County’s
reduction in loss rate and should be continued. Instead, the risk manager was
transferred to another position and it appeared the responsibilities were divided among
several employees. The safety officer position was later deleted due to budget cuts.

Although budget cuts are necessary, it appears many functions have indirect costs once

they are deleted. For example, if the safety program isn’t functioning well, worker’s
compensation claims may increase and thereby increase the county’s liabilities.

FINDINGS

1. The Safety Officer position was deleted and responsibilities were absorbed by a

management analyst who spends approximately 70% of his time on the safety
function.

2. The Risk Manager position was deleted and responsibilities were absorbed by the

Assistant County Administrative Officer, a management analyst and a finance
manager.

3. Risk management is receiving insufficient staff attention and its management is
complicated by duty fragmentation.

RECOMMENDATIONS
The Board of Supervisors should ensure that:

1. The management analyst's safety responsibilities be increased to full-time or hire
another Safety Officer.

2. A risk manager is hired and have personnel responsible for risk financing, loss
control and contractual risk transfer report directly to the risk manager.

3. An independent auditor is engaged to review the workers compensation fund to
ensure compliance with sound fiscal practices, including proper reserves and
allocation of funds for services such as loss control and safety.

RESPONSES REQUIRED
Monterey County Board of Supervisors
Findings 1 through 3

Recommendations 1 through 3
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Date Due: April 4, 2005
Monterey County Board of Supervisors Should Direct the County Administrative
Officer to Respond to:

Findings 1 through 3

Recommendations 1 through 3

Date Due: April 4, 2005
Response to the Findings and Recommendations shall be addressed to the

Presiding Judge of the Superior Court of California, County of Monterey as noted on
page iv of this report.
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RIPPLING RIVER PUBLIC HOUSING FACILITY

SUMMARY

The Rippling River Housing Facility is located at 53 East Carmel Valley Road in the
Village of Carmel Valley, California, and is comprised of 10 buildings that include 79
residential units and several public use building areas. The site is ten acres, of which
about six acres are usable. The site is bound on one side by the Carmel River with
about 700 feet of frontage on the river. The buildings are one and two story wood frame
buildings with Portland cement plaster exteriors.

The occupants range in age from 27 to 104. Many of the occupants use wheelchairs or
walkers. The qualifications for residency at Rippling River are to be frail, elderly,
handicapped with income under 50% of the Area Median Income. An income level 30%
or below of the area median income is given preference.

in July 2003 and December 2003, citizen complaints were submitted to the 2003 and
2004 Monterey County Civil Grand Juries. The Rippling River case was initially brought
to the 2003 Grand Jury by a local community representative of the Rippling River Focus
Group, a committee formed by the Housing Authority Board of Commissioners. The

complaint presented to the 2004 Grand Jury was directed against the Monterey County
Housing Authority.

The dispute surrounding Rippling River, whether to refurbish and upgrade to meet the
Americans with Disabilities Act (ADA) standards or to construct a replacement facility,
has gone on since 1997 with no significant progress toward a resolution. The Americans
with Disabilities Act, passed in 1990, expands and upgrades building codes and
standards in relation to housing.

The Housing Authority has spent $654,500 in capital repairs and improvements during
the period of fiscal year 1997 through fiscal year ending 2004. In addition, during the
last two fiscal years, the Housing Authority has spent $183,918 in due diligence activities
related to studying the options. The facility has also experienced a net loss of
$1,882,951 from FY ending 2000 through budgeted year ending 2005.

In 1996, concerns over safety arose due to soil erosion of the embankment near the
river and in close proximity to one of the buildings. A geologist surveyed the property
and reported that significant erosion was occurring near the river bank in an area just 15
feet from the corner of one of the buildings. He recommended building a retaining wall
to stem the erosion and protect the buildings.
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The Housing Authority is essentially an agency mandated by federal and state law that is
independent of Monterey County management and without County sources of funding
except by competitive funding application. Members of the Housing Authority’s Board of
Commissioners are appointed by the Monterey County Board of Supervisors.

Operation of the Rippling River facility has created an annual operating deficit for the
Housing Authority. The Housing Authority believes that consumption of electrical power
and water is out of control and has considered rewiring the facility so that each unit is
individually metered and the cost of electricity passed to the occupants. Residents of
Rippling River are on fixed and minimum income. The amount residents pay is minimal,
30% of their Adjusted Gross Income, averaging about $232.00 per month.

The 79 Rippling River public housing units represent 11% of the Housing Authority’s 694
public housing units. The Rippling River FY 05 Housing deficit of $309,726 represents
93% of the Housing Authority’s total FY 05 deficit of $331,733. This deficit has been
covered by application of the Housing Authority’s Section 8 reserves; however, the U.S.
Department of Housing and Urban Development’'s (HUD) policy has recently changed
and the offsetting of the deficit is no longer possible. It appears continued operation at a
loss will severely impact all of the Housing Authority’s public housing assets. ‘

The Housing Authority believes the current condition of Rippling River is unsafe and
represents a severe liability. The Housing Authority further believes the condition is
beyond economical repair and should be replaced with a newer facility. The Monterey
County General Plan Housing Element component acknowledges this fact and calls for
the replacement of Rippling River. The Housing Authority Board of Commissioners has
voted unanimously to replace Rippling River with a new facility. In order to
accommodate the strong desires of the current residents to remain together and remain
in the local area, the planned location for a new facility is at the site of the former Carmel
Valley Airport, a short distance from the existing facility. This property is privately owned
and may not be available at a price acceptable to the Housing Authority. The Housing
Authority maintains that, if necessary, the property could be obtained by claim of

eminent domain. The Housing Authority has attempted to negotiate the purchase, at a
fair price, with the current land owner.

The Rippling River Focus Group contends that Rippling River can be refurbished and
that the Housing Authority has overestimated the cost of repair and refurbishment and
underestimated the cost of a replacement facility. Original estimates in 1997 for
refurbishment were $2.372 Million and $3.099 Million for a new facility. This estimate, at
that time, did not provide for complete repair and refurbishment or necessary and

essential ADA upgrades. Later estimates were focused on long-term viability and not
just quick fixes.

The Focus Group maintains that repairs may be made while the occupants remain at the
facility, by possibly being relocated to different units while various units are being
refurbished, or demolished and rebuilt. The Housing Authority maintains that this is not
feasible due to safety and liability issues and the fact there are no other ADA compliant.
units to accommodate the Rippling River residents on an interim basis.
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Issues:

PROC

Determine if it is a better solution to refurbish the existing facility or to replace it
with a new facility. This determination should consider both the needs of the
current residents and the long term benefit to the county and future residents.

Determine if the Housing Authority has made this determination, and if they have
a plan for refurbishment or replacement.

EDURE/METHODOLOGY

Members of the Grand Jury have met with the following:

Former members of the Rippling River Focus Group
A member of the Housing Authority
President of the Rippling River Residents Association and other current residents

The County Administrative Officer and members of the appropriate County
Administrative offices

Members of the County Board of Supervisors
Members of the Housing Authority Board of Commissioners

Members of the Monterey County Civil Grand Jury have toured the Rippling River

facility and spoken with the President of the Rippling River Residents Association
and other residents '

Members of the Monterey County Civil Grand Jury attended public hearings held

before the County Board of Supervisors and the Housing Authority Board of
Commissioners

Members of the Grand Jury reviewed the following:

Gerson/Overstreet's ADA Access Compliance Survey

Wald, Ruhnke, Dost Report

BACKGROUND AND DISCUSSION

Rippling River was originally constructed in the early 1940’s as a guest ranch for W. C.

Fields.
facility.

In 1964, the Walnut Lodge Foundation, a non-profit corporation, purchased the
In 1965, the site was converted to a convalescent home for the mentally

disabled after a conditional use permit was issued to the Foundation.
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By 1972, Rippling River served as a residential care facility for the physically
handicapped. In 1977, when the non-profit Foundation fell behind on the mortgage
payments, HUD acquired the property. On May 15, 1979, HUD issued an “Authorization
to Negotiate a Sale” to the Housing Authority of Monterey. The Housing Authority
purchased Rippling River from HUD for $3.5 million. The facility was to be converted to
low cost housing for the elderly and handicapped. Its configuration was changed from
130 to 79 units, to operate as public housing under a HUD contract.

This debt has not been reduced nor has the deed restriction been removed. HUD still
has control over the use of the property. As a condition of the acquisition, the Housing

Authority is under an obligation to maintain this property as public housing for a period of
40 years from 1979 through 2019.

HUD has an underlying interest in the property in the form of a deed of trust. HUD also
has an Annual Contributions Contract (ACC) with the Housing Authority. The Housing
Authority receives $3,792 per year in operating subsidies from HUD. The Housing

Authority has to receive HUD approval for any disposition or demolition action that may
take place on the site.

The existing facility consists of 79 units. There are 66 occupants with 33 residents in
wheel chairs. There are 14 units which are unoccupied, and as further deterioration
occurs the number is increasing. The Housing Authority is not allowing for any new
residents due to their concerns of liability and the condition of some units.

In 1996, the Housing Board was notified of potential safety issues regarding ground
stabilization near the facility. In 1997, a comprehensive study was conducted of the
physical asset conditions and an analysis of the bank stabilization issues. The study

uncovered numerous physical asset non-compliances to current American Disability Act
(ADA) requirements. -

The Housing Authority has a complete report of ADA requirements commissioned last
year.

Due to soil erosion near the riverbank, some of the units are closer to the riverbed than
the required minimum of 300 feet. It appears further inspection may cause the loss of
some units further reducing potential occupancy at this facility.

In a document dated May 2003, the Housing Authority’s architect, Wald, Ruhnke & Dost,
reported that the housing units need updating—new kitchens, baths, etc. They also
noted that the heating and hot water system were at the end of their useful life, and the
electrical system was showing signs of disrepair. The report also noted significant
structural damage due to dry rot, most particularly in the second floor walkways. The
architects further reported that while still functioning, the septic system leach field did not
meet current County standards and would probably need to be replaced with a treatment
system or new leaching trenches. Similarly, they report that the plumbing system could
be expected to require extensive maintenance in the coming years. They further noted
that most of the units do not meet current ADA standards.

At the request of the Housing Authority’s Board of Commissioners, a Focus Group was

formed to look at rehabilitation issues dealing with Rippling River, including shifting
residents around as buildings were repaired and upgraded one at a time; having
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volunteers do the work with donated materials; or building another site at a different
location, then moving the residents en masse upon completion. The Housing Authority
is committed to keeping the current residents of the Rippling River community together.

On April 11, 2001, the Housing Authority presented to the residents and other interested
parties their “Rippling River Building Improvement Plan”. The overview addressed the
issues of why improvements are necessary, what repairs are to be done, how to avoid
inconvenience to residents, and what the new complex would ook like. Improvements
addressed the need to improve the residents’ quality of life, utility conservation and
reduced cost of operation. The Housing Authority concluded that the solution with the

best results, offering permanent solutions to the existing problems and the best return on
investment, is to rebuild.

Some residents (60%) of Rippling River have supported relocation. It appears their
decision is based on the result of believing they have only two options: 1) relocating to
an alternative facility, not necessarily in a nearby location; or 2) being vouchered out of
the existing facility and left to their own devices.

In November 2001, the Housing Authority sent a letter to the Monterey County Planning,
Building and Inspection Department advising of their plan for the Rippling River site and
requesting relief related to water requirements. The plan advised the intent to demolish
the current 79 units and rebuild with 100 units on the same site.

In February 2002, the Housing Authority provided the County Redevelopment Agency
with an Environmental Assessment associated with the Housing Authority’s intent to
submit to HUD a Demolition and Disposition Plan for the Rippling River facility. The
County’s responsibility was to acknowledge receipt and review of the plan. The County
was not required to concur or otherwise agree with the plan. The Housing Authority
followed up their initial correspondence with additional letters on November 7, 2003,
November 19, 2003, and February 9, 2004. As of the date of this report, October 2004,
County officials have failed to respond to the Housing Authority or otherwise fulfill their
responsibility. Further, County Administrative staff members failed to act without
consulting with the County’s policy-making body—the Board of Supervisors. As a result
of the staff's failure to act, the Housing Authority could not proceed with their

demolition/disposition application and lost the opportunity to compete for the federal
funds available during that funding cycle.

By April 2003, the Housing Authority had notified a member of the County Board of
Supervisors that prudent and safe action and economies preclude repairs from being
made one building at a time, suggesting that the buildings would have to be completely
vacated. The Housing Authority cites the following basic issues that exist which do not
make re-hab of the facility a viable action:

» There is a possibility that a “re-hab” would turn into a de-construction, re-
construct action due to the deterioration of the exterior of the building. For

the purpose of this question, the Housing Authority assumes re-hab is a
possibility.

»  What is the definition of “re-hab™? The Housing Authority has performed over

$8 million dollars in “re-hab” work over the last two years at various locations.
When it assess a site for complete re-hab, it looks at the exterior as well as
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the interior. That would mean that the Housing Authority would include in its
scope of work all exterior issues such as roofing, siding, paint, walkways,
handrails, and perhaps major system replacements such as electrical,

plumbing, and heating, if they were failing or causing excessive maintenance
issues.

= To perform this work, the entire building would have to be vacated and
cordoned off. The residents would have to be relocated to suitable units
elsewhere. There are no available ADA compliant units to relocate them to.

» Cordoning a building off would seriously impact the site’s ingress and egress,
especially considering the nature of the residents’ handicaps.

* These buildings would have extensive demolition occurring, causing known
hazards (lead based paint and asbestos) to become airborne. Many of the
existing residents are elderly and have respiratory issues.

= |If the Housing Authority anticipated a “re-hab” and it turned into a
demo/rebuild, it would be in a very serious financial situation. It would not

have the funding to complete the work, thereby leaving units off line or
unavailable.

The Housing Authority also advised one of the Supervisors that according to its liability
insurer, volunteer labor is not covered by general liability insurance, making it necessary
for the Housing Authority to provide workers’ compensation. It was also pointed out that
if any items were found to be out of ADA compliance, such as handrails, counter tops

and bathrooms, and needed to be repaired or replaced, it would automatically trigger full
ADA compliance.

The Federal Civil Rights Requirement Act passed in 1993 states that any re-hab work
completed in excess of $99,000 has to become code compliant. If a project is under the
threshold, it does not have to be code compliant. Local building jurisdictions have to

adopt this federal requirement into their building codes. The threshold amounts increase
every year to allow for inflation.

The Housing Authority has a complete report of ADA requirements commissioned last
year. The Housing Authority’s estimate of refurbishment costs to meet ADA code is

around $2.3 million as an additional cost and is inclusive of the $9.7 million to rehab the
facility.

Due to the condition of the property and the need to satisfy ADA requirements, an
architect, employed by the Housing Authority, estimated that it would cost more than
$9.7 million to address all rehabilitation issues. After receiving the ADA Report and
Damage Assessment Report on June 17, 2003, the Housing Authority recommended
that rehabilitation was no longer considered a viable solution. Five days later, the
Housing Authority passed and adopted Resolution 2165 to construct replacement
housing for Rippling River public housing. The Housing Authority’s first choice for the
relocation is at the former, and currently privately owned, Carmel Valley Airport.

The Rippling River Focus Group, consisting of residents and other interested parties,
was created to interface with the Housing Authority in exploring the “best solution” to the
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current problem of several years. The Rippling River Focus Group has been primarily
focused on refurbishment and has not seriously considered nor supported relocation to a
new facility.

In accordance with HUD guidelines, which state that if the rehabilitation costs are in
excess of 70% of the total development costs (TDC), the rehabilitation should not be
attempted. Other funding sources have similar guidelines. If the project exceeds that
amount, then the project does not qualify for funding. In the case of Rippling River, the
estimated TDC published by HUD is $8,868,211. The estimated cost of a total re-hab is
$9,700,000, which is 109% of TDC.

The Housing Authority’s latest estimate, developed in 2002, to refurbish the facility is
$10.676 Million. The estimate for a new facility, also developed in 2002, and based on
HUD guidelines for this type facility and local demographics, is $7.6 Million. The Focus
Group and the residents believe the estimate to refurbish is excessive; however, it is not
possible to accurately estimate the actual or eventual cost of refurbishment until one can
see the full extent of deterioration and damage.

The Housing Authority maintains that sources for funding upgrades and refurbishment of
the existing facility will be very difficult, if not impossible, to obtain. Moreover, since this
is public housing and HUD holds a $3.5 Million mortgage on the facility, rehabilitation
could not be funded with borrowed money. Since the facility is currently operating at a
loss, there is no positive cash flow to provide debt service.

On the other hand, the Housing Authority believes that funding for a replacement facility
is much more readily available. A replacement facility could be built as project based
Section 8 housing by the Housing Authority. Such a facility could be fully financed with
debt service and other operating costs covered by HUD-subsidized market rents. The
Housing Authority has identified federal, state and local sources for funding a

replacement facility. These sources are to be pursued, as appropriate, once a definitive
direction has been identified.

The Focus Group believes the Housing Authority has a secret agenda, including the
proposed sale of the Rippling River property to a developer for development. Due to the
Housing Reform Act, HUD regulations, and local building restrictions, the Housing
Authority cannot make any decisions on its own to demolish or dispose of the Rippling

River site. Thus, no undisclosed deals or arrangements can be made with any developer
to purchase the Rippling River site.

The Housing Authority Board of Commissioners has voted unanimously for replacement
of Rippling River as the best solution. However, County approval would be required
relative to land use, building permits, water rights, and, perhaps, other issues.
Eventually, the Housing Authority will have to submit its planning application to the
Board of Supervisors for approval. The Board of Supervisors would have to approve the

planning application, issue a building permit and also waive the ordinance on water
transfers.

The Housing Authority has a plan and is proceeding down a path of replacement. The
Housing Authority believes in its plan, although obstacles to its proposed relocation site
are land ownership, water rights and possibly other issues of infrastructure. There
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appears to be strong opposition to the construction of a new facility by many residents of
Carmel Valley.

The Housing Authority appears to have the interests of the current residents in mind by
trying to minimize any hardship through temporarily moving and by keeping the residents
together and living in a facility at or near their current location.

A member of the Board of Supervisors appears to support refurbishment and is
vehemently opposed to relocation of residents and a replacement facility. This
Supervisor has acted to influence the residents and the surrounding community, and to
discredit the Housing Authority’s planning. This includes meeting individually and
independently with members of the County Administration Office and HUD without
involvement of the Housing Authority or other members of the Board of Supervisors.
This Supervisor has continued to act independently recently requesting, without the
knowledge or concurrence of the Board of Supervisors, the Monterey County Health
Department to conduct a survey of the residents of Rippling River.

In June 2004, this Supervisor coordinated a meeting with HUD and Housing Authority
representatives. As a result of that meeting, the HUD representatives agreed to fund an
inspection of the facility and a determination of its condition and feasibility for rehab and
repairs by the U.S. Army Corps of Engineers. The scope of work to be performed by the

Army Corps of Engineers was prepared by HUD without Housing Authority input or
concurrence.

The Army Corps of Engineers conducted its inspection during the period August 16
through 20, 2004. Federal ground rules for refurbishment of public housing require that
an inspection identify all work required to extend the life of the facility 20 years. The
Army Corps of Engineers report was received on September 15, 2004.

Members of the Grand Jury have toured the facility and observed that the existing facility
is in a serious state of disrepair and continuing to deteriorate at a rapid rate. Many of the

existing areas, walkways, and some units have been closed off as unsafe or unsuited for
occupancy.

The Housing Authority has a maintenance staff but very little annual funding to apply
toward major refurbishment or upgrades.

The existing facility fails to meet ADA code in many ways and areas. Some rooms, but
not all, have been modified to be handicap accessible. A high percentage of the current
residents are seriously disabled and require use of fully ADA compliant facilities. The
degree of upgrades to meet ADA requirements may greatly affect the cost of
rehabilitation and refurbishment. Consequently, there are strongly opposing views as to
what extent current ADA requirements must be met at the facility. However, the Housing
Authority maintains that since the facility is dedicated to the “frail, elderly and
handicapped” all of the units should meet the standards whether or not this is required
by law. About half of the current residents are wheel-chair bound.

During a regular meeting of the Housing Authority Board of Commissioners, the Finance
Committee expressed concern over the insurance coverage of the facility, particularly in
light of the conditions reported in the architect’s report. The Housing Authority knew that
they had an obligation to give their insurance carrier information applicable to current
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conditions lest their failure to do so might invalidate their coverage and leave the
Housing Authority exposed to liability in the event of an accident.

On July 26, 2004, the Housing Authority’s Insurer conducted an on-site inspection and,
based on that inspection and the conditions observed, cancelled the liability coverage
(affecting Buildings 4, 5 and 7), effective November 7, 2004. Subsequently, the
insurance coverage has been extended to December 7, 2004. Extension of insurance
coverage beyond this point is contingent upon specified repairs being accomplished and
certification that the temporary repairs make the buildings safe for occupancy. The

insurer also requires that the Housing Authority present a plan, by January 2005, for
correction of other outstanding deficiencies.

The Army Corps of Engineers Report indicates, in its opinion, that the facility may be
refurbished at an estimated cost of $ 2.7 Million. However, the Corps of Engineers
report fails to address many of the serious issues required for long term use of the
facility and satisfying ADA requirements essential to the safety and well being of the
elderly and disabled persons who are the primary candidates for residency at this facility.
The Corps of Engineers Report addresses the minimum requirements required to make
safe the exterior of the facility and extend its life 20 years.

Major issues not addressed in the Corps of Engineers report, which were covered in
earlier Housing Authority estimates, include the following:

1. Soft Costs which cover engineering, architecture, permits, fees, reproductions,
construction management, and so forth.

2. Costs for relocation of residents and temporary housing either on or off site, to
include moving out and moving back.

3. Site work issues, including:
» |andscape/irrigation upgrades.
» Concrete walkway replacement and repair.

» New septic system in conformance with new Health Department
requirements for nitrate loading.

= Complete replacement or upgrades of ADA ramps to conform with Title 24
and ADA requirements.

= Additional shoring of the bluff located at the southern edge of the property.
4. Separation of heating and utilities for purposes of individually metering of utilities.
5. Replacement of emergency call system and fire alarm.
6. Replacement of exterior lighting throughout the campus.

7. Upgrades at the Community Building and the Arts and Craft Building.
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8. A reasonable contingency for project growth and increase in scope.

9. An amount for general contract, overhead, profit and general conditions at the
industry standard.

Adjustments to the Army Corps of Engineers estimate to include those issues
overlooked and not included in their report result in a negative differential of only
$1,172,688 from the Housing Authority’s 2002 estimate of $ 9.7 Million.

Other factors which may account for the differences in the two estimates include:

1. The Housing Authority’s 2002 estimate was developed assuming a long-term

upgrade of 30 years. The Corps of Engineers report assumes upgrades based on
improvements lasting 20 years.

2. Differences in assumptions of the way to rebuild damaged areas of the project.

3. Assumptions on local construction costs (i.e. cost of local labor, travel expense to
Carmel Valley, non-competitive bidding environment).

4. Differences in smaller scopes of work, such as extent of kitchen and bathroom
remodels.

The estimates differ because the scope of work differs greatly. The scope proposed by
the Army Corps of Engineers represents a “band aid”, and is completely void of any

solutions which would reduce the annual operation and maintenance burden currently
caused by this facility.

The best way to determine the actual cost of work to be performed is to clearly define a

scope of work, develop detailed drawings suitable for construction, and competitively bid
the project.

FINDINGS

1. The Rippling River facility is in a major state of disrepair and is unsafe in many
areas. Various rooms, walkways and staircases have been closed due to their
condition. In investigating the extent of damage, areas are exposed indicating major
deterioration due to dry rot. The full extent of the damaged condition cannot be
determined without further examination to determine whether the existing facility
includes asbestos materials and lead based paint.

2. The Housing Authority has a plan that it is following toward replacement of Rippling
River and has taken the following steps:

» The Housing Authority has asked to be placed on the Monterey Peninsula
Water Management Board’s agenda. That is the first action that needs to be
taken before it can determine the feasibility of a replacement site. The

Housing Authority will then go before the Board of Supervisors with its
proposal.
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10.

11.

= The Housing Authority is pursuing an Environmental Impact Report (EIR) and
is attempting to get it before the Monterey Peninsula Water Management
Board. Concurrent with this action has been HUD's action to get the U. S.
Army Corp of Engineers out to the site for an inspection and assessment.
Depending on the scope of work that they have been given by HUD, this
report should be useful in proceeding to the next steps.

The Monterey Peninsula Water Management Board has refused, in spite of several
requests, to grant the Housing Authority a hearing.

The Grand Jury found no facts to support the assertion that the Housing Authority
has a “secret agenda” for sale/development of Rippling River.

The Housing Authority’s actions have generally been geared to accommodate the
strong wishes of the current residents, i.e. remain together as a unit, to minimize
relocation or other inconvenience, and to remain in their current community.

Residents of Rippling River and various supporters from the surrounding community
and elsewhere have vehemently opposed any solution other than refurbishment of
the current facility and remaining on-site during accomplishment. The Carmel Valley
Association (CVA), the largest and oldest residents association in Carmel Valley, is
on record as stating: “...the CVA has fought hard hand-in-hand with Monterey
County against the Housing Authority’s attempt to tear down the affordable housing
complex at Rippling River and to move our neighbors elsewhere.”

The County Administration Office has not been supportive or responsive to the
Housing Authority’s planning, which has resulted in the loss of federal funding
required to develop a new and fully ADA compliant facility.

It appears while compassionate and supportive of current residents of the facility,
and while highly visible to the public and “politically correct”, the failure by the County
to act in support of the Housing Authority’s plan is shortsighted. It appears the
County fails to support the development of a new facility, which would be structurally
sound, efficient to operate and maintain, wholly ADA compliant to the benefit current
and future residents, and is a better overall solution for the County. This may be
accomplished through use of federal funding.

Action to refurbish the current facility to last an additional 20 years may be a “band
aid” which accommodates the current residents but also appears to be a myopic
view toward providing the County with a new, fully compliant ADA facility of great
value to additional and future residents.

It appears the need for ADA compliance needs to be realistically applied even fif it
drives the estimated costs of refurbishment higher. Applying the standard 5%
compliant factor it appears is not realistic when over half of the current (and
anticipated future residents) may be severely disabled.

A member of the Board of Supervisors has acted independently in interacting with
the County Administrative Officer, Departments within County Administration and
Federal Authorities without the involvement, knowledge or concurrence of fellow
Supervisors.
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12. The Army Corps of Engineers report and estimate is accommodating to the current

residents and the County Administrators, but it does not represent an effective long
term solution to this long standing issue. It appears to represent an inadequate

solution to the actual problem as a “band aid”, at best, further delaying an effective
long term solution.

13. If the current facility is refurbished, its classification will be changed to Section 8

Housing. Some of the current residents may not qualify for Section 8 Housing
benefits.

RECOMMENDATIONS

1.

Review the U.S. Army Corps of Engineers report and determine its viability as an
acceptable long term solution. Does the report indicate feasibility of repair and
upgrade to adequately meet ADA requirements? Does the report support a
reasonable approach to repair and the likelihood of available funding? Does the
report provide for improvements which will result in significant reduction to the annual
operation and maintenance costs of the facility?

Review the estimated cost for a replacement facility, including the cost to acquire the
property and required infrastructure such as roads, water sources, sewage and
electrical connections. Consider locations other than the Carmel Valley Airport site,
even elsewhere in the County, where opposition is less likely.

If the near term approach is to rehab the existing facility, the Housing Authority plan
must provide for the current occupants; either in a temporary location, or allow them
to remain in the current facility—but made safe and maintained.

A plan to replace Rippling River, although a concern to its current occupants and
opposed by County Administrators, represents a better solution in the future for
Monterey County residents.

County Authorities should assist the Housing Authority in every way possible, in
finding sources for funds to refurbish or replace the current facility.

County authorities should start working now with the Housing Authority, in a
cooperative spirit, toward a replacement facility for the existing Rippling River.
Locations in the County, other than Carmel Valley, such as on Fort Ord lands, should
be considered where there would be less opposition.

When an item of interest is of benefit or interest to the entire County, but is located in
a particular Supervisor's district, that Supervisor should not act independently without
the knowledge, involvement, or concurrence of fellow Supervisors.

The Monterey County Water Board Management should grant the Housing Authority
a hearing.

As events occur, the Board of Supervisors should review and act upon Housing
Authority planning and individual requirements when presented.
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RESPONSES REQUIRED

Monterey County Board of Supervisors
Findings: 1 through 3, 7 through 12
Recommendations: 1, 2, 4 through 9
Date Due: April 4, 2005

Monterey County Board of Supervisors Direct the County Administrative Officer to
Address the Following:

Findings: 1, 2, 7 through 10, 12
Recommendations: 1, 2, 4 through 9
Date Due: April 4, 2005

Monterey County Board of Supervisors Direct the Monterey Peninsula Water
Management District Board to Address the Following:

Findings: 2 and 3
Recommendations: 5 and 8

Date Due: April 4, 2005

Monterey County Board of Supervisors to Request the Housing Authority, County
of Monterey to Address the Following:

Findings: 1, 2, 9, 10, 12, 13
Recommendations: 1 through 6, 8
Date Due: April 4, 2005
Response to the Findings and Recommendations shall be addressed to the

Presiding Judge of the Superior Court of California, County of Monterey as noted on
page iv of this report.
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VULNERABILITY OF MONTEREY COUNTY TO WILDLAND FIRES

SUMMARY

During the last week of October and the first week of November, 2003, thirteen wildfires
occurred in Southern California. These fires became known as “Firestorm 2003” and
created a disaster on a scale that has never been experienced in California’s history.

The statistics from Firestorm 2003 are: 12,000 firefighters were deployed; 750,000 acres

burned; billions of dollars in damages sustained; 4,000 homes destroyed; 22 lives lost
and suppression costs topped $20 million.

Bringing the fires under control required the use of a large number of State and County
resources. Some resources were borrowed from other areas, lowering the level of fire
protection and response to disasters in those areas.

This study and report will focus on three areas:
1. How vulnerable is Monterey County to this type of disaster?
2. Are the fire agencies in Monterey County prepared to handle this type of disaster?

3. What is the capability and effectiveness of the Salinas Rural Fire District regarding
wildland fire prevention and suppression?

PROCEDURE/METHODOLOGY

Members of the Monterey County Civil Grand Jury met with personnel of the Salinas
Rural Fire Protection District and the Unit Chief of the California Department of Forestry
and Fire Protection to determine how vulnerable Monterey County may be to a
catastrophic fire, and if resources, including procedures, are in place to prevent, or at
least minimize the effect of such events.

Members of the Grand Jury reviewed the following:

= County Ordinance No. 3600, Chapter 18.56, Wildfire Protection Standards in
State Responsibility Areas

* Monterey County Fire Chiefs, Operations Manual, Volume 1 and 2

= The Governors Blue Ribbon Fire Commission Report, Executive Summary, 2003
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=  SRFD Form, Weed Abatement Standards and Methods
=  SRFD Form, How to Prepare For the Fire Department Final Inspection

* SRFD Form, Notice of Fire Hazard Inspection

Basic questions asked were:

1. What resources, including personnel and equipment, are available to respond to fires
within the rural areas of Monterey County?

2. What means are used to dispatch resources to combat a rural fire?

3. What methods are used to communicate with other rural fire districts and city fire
departments?

4. What means are used to reduce the threat of a serious rural fire?

5. How prepared is the Salinas Rural Fire District regarding wildland fire prevention and
suppression?

6. What is the level of funding for the Salinas Rural Fire District? Is it sufficient for the
equipment and personnel required?

7. How does growth within the county affect the responsibilities, funding and
performance of the Salinas Rural Fire District?

BACKGROUND AND DISCUSSION

Monterey County is a very large county and like many counties in California contains
wildland and inaccessible rural areas. Fire conditions can vary greatly within Monterey
County due to the extensive coastline (lower temperatures and higher humidity)
compared to the long interior valleys (higher temperatures and lower humidity). Fire
severity in terms of possible structural loss also varies. Due to the larger population

base in the northern end of the county there is a larger residential structure density than
in the southern portion of the county.

This is similar to many areas in Southern California. However, there are three conditions
which somewhat differ:

1. The weather in Monterey County is generally less severe. This is because Monterey
County does not experience the strong offshore winds, humidity is generally higher
and the period of time for severe fire weather is usually for only two to three weeks a
year. Southern California experiences fire season conditions most of the year,
including high velocity dry winds, referred to as Santa Ana winds, which cause
additional dryness and may sustain and spread a fire at extremely rapid rates.

2. The population of Monterey County located in wildland areas is generally less dense.

177



3. Monterey County does not contain large areas of widespread dead and dying
vegetation as a result of bug infestations and drought.

However, Monterey County does have large areas of wildland fuels that would be
conducive to a severe fire under the right weather conditions. Many of those fuels are
adjacent to and mixed in with larger populated areas, including areas defined as
“communities at risk” under the National Fire Plan. Thus, while potential for a wildland
fire of the magnitude experienced during the Firestorm of 2003 in Southern California is
unlikely, conditions do exist that could lead to a large damaging wildland fire that could
include the significant loss of property or lives.

As a result of catastrophic fires that have occurred in the nation, federal, state and local
government fire protection agencies have embarked on a strategy in an attempt to
reduce the loss from wildfires through focused pre-fire efforts.

In 2000, the Federal Government published the National Fire Plan that includes funding
for projects designed to reduce risks to people and their property from wildfires. A major
element of this plan identifies those communities within Monterey County most at risk
from a wildland fire.

At the state level, the State Board of Forestry adopted a revised fire plan for California in
1996. This plan identifies strategies to reduce wildfire losses and costs, including pre-
fire management efforts. The plan also focuses on stakeholder alliances, such as the
California Fire Alliance, and local Fire Safe Councils to participate in identifying and
implementing programs and projects that would lead to reducing fire severity by various
methods including, but not limited to, fuel reduction, fire breaks, public education
programs, and enhancing planning and land use policies and regulations.

Also at the state level, the California Fire Alliance (CFA) is an interagency forum
designed to coordinate member agencies’ efforts in an integrated fashion. The CFA is
dedicated to the support of pre-fire principles and activities ensuring that pre-fire

management provides for public and community safety, minimizes costs and losses from
wildfire.

At the county level, the California Department of Forestry and Fire Protection (CDF) San
Benito/Monterey Unit has adopted a local Fire Management Plan under the umbrella of
the State Fire Plan that identifies specific areas at risk from a wildfire, and proposed
mitigation actions to reduce that risk within each area. This plan is intended to be the
starting point for the CDF, local fire protection agencies and the Monterey County Fire

Safe Council to work cooperatively in reducing the wildland fire hazards within the
county.

The Monterey County Fire Safe Council is made up of federal, state and local
government agencies, private property owners and Homeowner Associations with the
goal of reducing the risk of wildfire. Federal grants have been obtained and projects
have been completed, such as chipping and removing flammable vegetation from rights
of ways, building defensible fire breaks around neighborhoods and producing fire
prevention handouts.
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There are numerous fire protection agencies serving Monterey County. These are either
city fire departments or the fire protection districts; volunteer fire brigades/companies
and state and federal agencies that serve the unincorporated areas of the county. There

are a total of twenty-two fire protection agencies serving the unincorporated area. They
are:

Local Government Agencies

Carmel Valley Fire Protection District San Ardo Volunteer Fire Company

Mid Coast Volunteer Fire Company Spreckels Community Services District
North County Fire Department Soledad Fire Protection District
Cypress Fire Protection District Gonzales Rural Fire Protection District
South County Fire Department Greenfield Fire Department

Aromas Tri-County Fire Protection District  Salinas Rural Fire District
Carmel Highlands Fire Protection District Cachagua Fire Protection District
Big Sur Fire Brigade Pebble Beach Community Services District

State Agency
California Department of Forestry and Fire Protection

Federal Agencies

United States Forest Service
National Parks Service

Bureau of Land Management

Fort Hunter Liggett Fire

Presidio of Monterey (Ft. Ord) Fire

Statutory responsibility for wildland fire control rests with the appropriate state or federal
wildland agency. For federal lands, wildland fire control is the responsibility of the United
States Forest Service, the National Parks Service, the Bureau of Land Management,
Fort Hunter Liggett and Presidio of Monterey Fire Departments. For those areas outside
the federal jurisdiction, the California State Board of Forestry designates areas as “State
Responsibility Area” (SRA) where the California Department of Forestry and Fire
Protection (CDF) has primary responsibility for wildland fire control. Of the 2.13 million

acres in the unincorporated area of Monterey County, approximately 50% has been
designated as State Responsibility Area.

In addition to the state and federal fire agencies, there are sixteen fire protection districts
or volunteer fire brigades and companies that provide a varied level of structural fire
protection, rescue and emergency medical services in the unincorporated area. Fire
Protection Districts have statutory responsibility under the California Health and Safety
Code to provide a level of service as determined by their governing Board of Directors.
They also have taxing authority. Volunteer fire brigades and companies operate without
any statutory responsibility. When they choose to provide service, they are provided
with certain protection under the Health and Safety Code.

With the exception of the Spreckels Volunteer Fire Company, all fire protection districts

and volunteer fire brigades/companies share concurrent jurisdiction with the CDF in the
designated State Responsibility Areas that lie within their district or agency boundaries.
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Strictly speaking, in those concurrent jurisdictional areas, CDF is directly responsible for
the suppression of a wildland fire, including the cost of the suppression efforts, and fire

protection districts and volunteer fire companies are responsible for the suppression of
structure fires.

Subsequent to the Pebble Beach Morse Fire in 1987, the Monterey County Fire Chiefs’
Association initiated efforts to improve cooperation between all fire agencies in Monterey
County. This led to the development of the Monterey County Fire Chief’'s Operations
Manual that identifies specific policies and procedures to insure effective emergency
incident operations involving multiple agencies.

Elements of the Operations Manual include:

1. A county-wide mutual aid plan that identifies the closest resources to an incident that

can be requested when that incident grows beyond the capability of the local
jurisdiction;

2. Establishes a common communications pian that insures effective communications

between agencies and includes common terminologies and authorizes frequency
sharing;

3. ldentifies a mutual aid training plan that calls for a minimum of four (4) major mutual
aid drills per year,

4. Establishes a standard Fire Ground Safety System for tracking personnel on an

incident, and includes procedures for making an emergency rescue of a lost or
trapped firefighter,

5. Includes pre-established emergency operating plans for incidents, such as a Multi-
casualty Incident, a High Rise Incident or a Hazardous Materials Incident; and

6. Establishes a procedure for the sharing of fire investigators in the county.

Prior to the adoption of the Operations Manual, agencies operated independently of
each other, sometimes on the same incident. As a result of every fire chief in the county
signing the implementing document, a significantly higher level of cooperation has been
achieved, particularly on wildland fire incidents.

Dispatching of fire apparatus in Monterey County is handled by three agencies.
Monterey County Emergency Communications Department dispatches all municipal fire
departments and the majority of the fire protection districts and volunteer fire companies.
The CDF dispatches all state fire resources and those agencies (Pebble Beach,
Cypress, Highlands, Aromas, Cachagua, Mid-Coast, South Monterey County and San
Ardo) that contract with them for that service. United States Forest Service (USFS)

resources (Los Padres National Forest) are dispatched from Goleta in Santa Barbara
County.

Each local government fire protection agency predetermines what resources it will send
to a reported vegetation fire. In addition to what a local government agency would send,
the CDF has predetermined dispatch levels that are based on the weather. In Monterey

180



County, the CDF uses two different dispatch levels. The following resources would be
dispatched to a reported wildland fire with either a Medium or High Dispatch Level:

MEDIUM HIGH

5 Engines 8 Engines

1 Bulidozer 2 Bulldozers

1 Hand crew 2 Hand crews

1 Helicopter 2 Helicopters

1 Air Attack Plane 1 Air Attack Plane
2 Air Tankers 2 Air Tankers

1 Battalion Chief 2 Battalion Chiefs

The Incident Commander (IC) always has the ability to request mutual aid resources as

the incident escalates, using the Fire Chiefs Mutual Aid Pian, the CDF resource plan and
the State Fire Mutual Aid Plan.

Mutual aid was designed as a cost effective solution to help mitigate the resource needs
for those occurrences, as well as for those rare major emergencies that border upon or
actually result in a disaster. Mutual aid is simply a plan designed to allow fire agencies
to assist each other during a time when one agency’s resources have been exhausted or
when specialized help or equipment is needed. That aid is provided using a progressive
system, commencing with neighboring local agencies to calling agencies located further
in distance. This plan has been designed to minimize delays for agencies needing
additional help when calling for mutual aid.

SALINAS RURAL FIRE PROTECTION DISTRICT

The remainder of this report is devoted to the capabilities and other particulars of the
Salinas Rural Fire Protection District. It is believed that the Salinas Rural Fire District is
in many ways typical of those fire agencies protecting the unincorporated parts of
Monterey County and most accustomed to preventing and fighting wildland fires.

Salinas Rural Fire Protection District personnel provided the Monterey County Civil

Grand Jury members with a detailed presentation of their responsibilities, capabilities
and procedures including the:

District’s statutory responsibilities

Mutual Aid system

Capabilities of their personnel and apparatus

Inspections and notification to residents of fire hazards

Their response to fires in other counties

The impact of city annexation of rural areas on their funding stream

Additional areas assigned to their fire district without benefit of revenues from taxable
areas

* Plan to replace older equipment with more modern equipment as the need arises

The Salinas Rural Fire Protection District was formed in 1934. The original boundaries
surrounded the city of Salinas and ran down River Road to Pine Canyon. Over the
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years, annexations into the District have increased its service area to approximately 232
square miles with a population of about 21,000 residents.

A five-member Board of Directors governs the Fire District. The Monterey County Board
of Supervisors appoints the directors. The District operates as an independent
governmental entity under the California Heaith and Safety Code, Section 13800, et seq.

The Administrative office is located at 201 Monterey-Salinas Highway, Suite B. The Fire
District staffs three fire stations; one is located on Portola Drive in the Toro Park area,
one at Highway 68 and Laureles Grade, and the other in the community of Chualar. The
35 full-time employees are supported by 10 volunteer firefighters. The full-time
firefighters are trained as Emergency Medical Technicians (EMT’s) and are certified in
the use of semi-automatic defibrillators and an advanced airway device called a combi-
tube. Salinas Rural was the first fire protection agency with EMT’s to provide this level
of service. The volunteers are all fully trained as “first responders”.

Each station house has a fire engine designed to fight structure fires and another
designed to fight wildland fires. In addition, a water tender (tanker) and reserve structure
engine are housed at the Toro Station. The Chualar Station also houses a water tender,
a reserve structure engine, a reserve wildland engine, and a State of California Office of
Emergency Services Engine that has been assigned to the District. The Laureles

Station also houses a breathing support unit used to refill firefighting breathing apparatus
air cylinders.

Salinas Rural Fire responds to structure, wildland, vehicle and other types of fires that
occur in the District. In addition, Salinas Rural Fire is the “first responder” element of the
emergency medical system and performs basic life support medical treatment to the sick
and injured, as well as performing the rescue and extrication of victims trapped in car
accidents and other emergency situations. Public service and hazardous material
responses are also part of the work performed. In 2002, Salinas Rural Fire responded to
over 1300 incidents and in 2003, they responded to 1334 incidents. Approximately 41%
of these responses were medical emergencies. As the fire service provides the “first
responder” element of the emergency medical system in the county, all of their engines
carry a full complement of medical and rescue equipment.

The Salinas Rural Fire District is part of the Monterey County Fire Service Mutual Aid
system. They provide and receive assistance from others when their own resources
cannot handle an emergency situation. As an example, their normal response to a
structure includes the two closest on-duty engines, a chief officer and the water tender.
Off-duty personnel and/or volunteers also respond. If help from neighboring

departments are needed, fire engines from agencies closest to the incident will be
dispatched.

Nearly all fires are reported by 911 calls. The majority of 911 calls, other than those
calls originating by cellular telephone and those originating within the City of Carmel are
received by the Monterey County Emergency Communications Center. Calls originated
by cellular telephone are received by the California Highway Department. Calls received
by the County Emergency Communications Center are identified by number and location
through the Automatic Locator Indicator and Automatic Number Indicator. This allows
the center operator to note the precise origin of the call. Once the nature of the
emergency is determined, the center operator can dispatch the appropriate fire
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company. Some dispatches, based on location of the fire may employ the automatic aid
feature, which may dispatch simultaneously the two fire companies nearest to the
location of the fire. Not all areas of the county are covered by automatic aid.

It takes an average of one minute to receive a 911 call at the dispatch center and
dispatch a fire unit. Turnout time (the time for the firefighters to put on their protective
clothing, board the engine and roll out of the station) takes another 1 to 2 minutes.
Travel time to the fire averages 6 minutes and may take longer depending on the
location of the fire and traffic congestion. Responses to daytime fires usually take a few
less minutes than responses to night time fires.

Salinas Rural responds various apparatus to emergencies as follows:

Structure Fires:
2 closest structure engines (with on-duty crews)
1 water tender (with on-duty crew)
Volunteers respond to the scene
Duty Chief Officer

Wildland Fires:
2 closest wildland engines (with on duty-crews)
1 water tender (with on-duty crew)
1 reserve structure engine (with off-duty crew)
Volunteers respond to the scene
Duty Chief Officer

Vehicle Accidents/Rescues/Hazardous Materials:

2 closest structure engines (with on-duty crews)
Duty Chief Officer

Medical Emergencies/Other incidents:

Closest structure engine (with on-duty crew)

Salinas Rural engines may deploy with a minimum of 2 personnel on board. Engines
are capable of fully equipping 4 to 6 firefighters once off-duty and volunteers arrive at the
scene. Efficiency and safety in firefighting is affected greatly by the number of personnel
on board each responding engine, particularly those first responding to a scene. The
Occupational, Safety and Heaith Administration (OSHA) requires that four firefighters be
on scene before entering a structure fire, unless there is a “known” rescue. A rescue
becomes “known” if someone tells the arriving firefighters someone is inside or the
firefighters see or hear someone inside the burning structure. This circumstance
establishes a need, but does not consider the safety of the firefighter.

The staffing of engine companies is critical to the safety of the public and firefighters.
The District is striving to place three firefighters on-duty at each station, 24 hours a day,

and 365 days a year. The loss of Proposition 172 funds (see below) has postponed that
goal.
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Salinas Rural firefighters are trained in all facets of firefighting, rescue, and Emergency
Medical Services (EMS). All chief officers have received either Bachelor Degrees or
Master Degrees and are State Certified Chief Officers and Fire Officers. Seven of the
nine fire captains are State Certified Fire Officers. All personnel receive specific training

on wildland fire control. Many attend the annual Wildland Fire School at Fort Hunter
Liggett.

Prevention of disastrous fires such as those recently occurring in Southern California is
highly dependent upon “preventive actions” as well as “response”.

Salinas Rural Fire District (as do many other fire agencies in the county) has a program

aimed at educating the public and ensuring that property owners take action to reduce
fire hazards. These programs include:

1. Providing self-inspection checklists to property owners to self-inspect against fire
hazards.

2. Inspection of property by experienced firefighters to advise homeowners of fire
hazards and action to be taken to reduce the risks.

3. Providing lists of plants and other useful means to landscape using materials to
avoid fire hazards.

4. Inspection of new construction plans to ensure new construction has incorporated
fire prevention and firefighting features, such as sprinkler systems.

The Salinas Rural Fire District operates by Standard Operating Procedures and
Emergency Operations Pilans. As an example, Salinas Rural Fire worked with the
Sheriff's Office, California Highway Patrol, County Parks, the Emergency Medical
Services Agency, County Office of Emergency Services, and Sports Car Racing
Association of the Monterey Peninsula (SCRAMP) in formalizing an Emergency
Operations Plan for the Laguna Seca Recreation Area. That plan formalizes in writing,

what these agencies will do in terms of covering major events at Laguna Seca from an
emergency service standpoint.

During a race event, Salinas Rural Fire utilizes off-duty and volunteer firefighters to staff
a reserve engine and one wildland engine. In essence a fourth fire station is opened for
that event so that crews can be maintained at the Toro and Laureles stations available
for the normal responses they would have to handle. The event sponsor pays for the
personnel and equipment assigned to the event.

The Fire District is financed almost exclusively from property taxes. During fiscal year
1992/1993, the State of California transferred about 10% of the District’'s revenue back
to Sacramento to solve the state’s budget deficit. This placed the District in a position of
facing a major deficit of its own.

Representatives from the fire service met with the Board of Supervisors and received a
guarantee of funding if the proposed Proposition 172 (Local Public Safety Protection and
Improvement Act of 1993, a Legislative Constitutional Amendment) passed in
November, 1993. The proposition did pass, and the fire district now receives revenue to
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replace what was lost in 1992/1993. The amount provided to the Salinas Rural Fire
District is approximately 8% of the tax revenues received by the district.

Funding for the district has stabilized over the years; however the current budget crisis
facing the State of California and Monterey County may be a cause for concern.
Currently the fire protection districts and volunteer fire brigades/companies and the
County have reached an agreement on the County’s plan to take back 25 % of the 9.13
% Proposition 172 funds the county shares with the fire districts and volunteer fire
brigades/companies for FY’s 2004-2005 and 2005-2006. The County will take back, if
necessary in 2006-2007, 20% of the 9.13 % funding. By FY 2007-2008 the full level of

9.13% should be restored to the fire protection districts and volunteer fire
brigades/companies.

Another issue facing the funding base of the Salinas Rural Fire District is the loss of area
to city annexations, and thus the loss of tax base. Currently, there is no tax transfer
agreement between the city and district that would protect the district’'s tax base. As
cities (primarily the City of Salinas) expand out into the area covered by the district, tax
base is lost, and the district must contend with continuing to provide service to a huge
remaining area (232 square miles) with reduced tax revenue.

FINDINGS

1. Monterey County is vulnerable to wildland fires similar to the fires that destroyed
property in Southern California. However, the conditions are more temperate and
the possibility of such disastrous fire is less likely. The firefighters of Monterey
County seem to be well trained and practiced in working together. It appears the
morale and attitude of Salinas Rural Fire District personnel is high and very positive.

2. In addition to city fire companies, there are sixteen local fire agencies organized to
protect the unincorporated parts of Monterey County. Five federal fire agencies and
the California Department of Forestry and Fire Protection have statutory
responsibility for the suppression of wildland fires in the unincorporated area of the
county. Use of Mutual Aid and Automatic Aid systems ensure rapid deployment of
multiple fire companies to a specified location. In addition, fifteen of the local fire
agencies share a concurrent boundary with the CDF State Responsibility Area.

3. There are areas of unincorporated Monterey County that lie outside of any fire
protection jurisdiction, and thus are not guaranteed any fire response in the event of
an emergency. The Monterey County Fire Code does not apply in those areas. As a

result, fire safety measures that are typically made conditional to a building permit
within most fire protection jurisdictions are not applied.

4. The Monterey County Emergency Communication system provides for 911-call
response and effective communication for dispatching fire companies. Specified
radio frequencies are used for dispatch and intercommunications between
companies responding to a fire or emergency.

5. The Salinas Rural Fire District frequently has to respond with only two firefighters

aboard an engine. This severely limits the safety and effectiveness of a responding
engine, particularly when it is the first to arrive on a scene.
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10.

The Salinas Rural Fire District is facing a loss of revenue, which may further reduce

their flexibility and capability, not only in regard to manpower, but also in the upgrade
and replacement of older fire equipment.

. As cities annex rural areas into their boundaries, property tax revenues used to fund

rural fire fighting companies are lost. However, the rural fire agencies still have a

responsibility to provide fire protection to the remaining district area that sometimes
involve hundreds of square miles.

As a result of annexations that took place in the late 1970’s, several areas that are
now protected by local fire districts do not contribute any property taxes to the fire
district because the County was not required to do so at the time of the annexation.

This occurs in the Chualar Canyon area of the Salinas Rural Fire District, to name
just one area.

Fire protection programs such as inspection of rural residences for fire hazards,
notification and enforcement of corrective action has been effective, but is limited by
the amount of resources available to perform them. High risk areas and areas with
greatest potential for serious fires are given priority for inspection.

The Salinas Rural Fire District uses maps such as the Thomas Guide, the California
Road Atlas and Driver's guide, and maps drawn by the District itself to show
locations and routes for combating fires. The use of a county-wide Geographic
Information System (GIS) for all rural fire departments might be effective in
developing the best possible land map records for those dealing with fire protection.

RECOMMENDATIONS

1.

The Board of Supervisors and County Administrative Officer must ensure funding
levels that support efficient and safe response by the district and provide for
upgrades and replacement of equipment as appropriate.

The County should develop a means to insure a fair distribution of property taxes
from rural areas in support of essential public services, including firefighting.

The County should require a fair tax transfer when city annexations impact funding
for rural fire districts, prior to approving any annexation.

The County should ensure that the Monterey County Fire Code applies to all areas of
the County, not just within those fire protection districts that have adopted the fire
code. The County needs to appoint a County Fire Warden to enforce the fire code
and review development permits within those areas.

The County should ensure that land use decisions and development permits include
consideration of fire safety measures, such as those recommended by the Monterey
County Fire Chiefs Association for the Monterey County GPU process.
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RESPONSES REQUIRED
Monterey County Board of Supervisors
Findings: 3,5, 6,7,8,and 9

Recommendations: 1 through 5

Date Due: April 4, 2005

Monterey County Board of Supervisors Direct the County Administrative Officer to
Address the Following:

Findings: 3,5,6,7,8,and 9
Recommendations: 1 through 5

Date Due: April 4, 2005

Monterey County Assessor

Findings: 7 and 8

Recommendations: 2 and 3

Date Due: March 3, 2005
Monterey County Board of Supervisors Request the Fire District Board of
Directors to Comment on the Following:

Findings: 3, 5,6,and 7

Recommendations: 1 through 5

Date Due: April 4, 2005

Responses to the Findings and Recommendations shall be addressed to the

Presiding Judge of the Superior Court of California, County of Monterey as noted on
page iv of this report.
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A CONTINUUM TO THE 2003 CIVIL GRAND JURY REPORT
ON AFFORDABLE HOUSING IN MONTEREY COUNTY

SUMMARY

A lack of affordable housing has been an ongoing problem in Monterey County. In past
years, the Civil Grand Jury has inquired into housing element plans. It sought to
understand the issues and the constraints hindering the development of more affordable
housing and to evaluate the possibility of a more comprehensive regional approach.
The 2003 Monterey County Civil Grand Jury directed specific questions to the Monterey
County Board of Supervisors and the Monterey County coastal cities. Responses were
required from county officials and the elected officials of Marina, Sand City, Del Rey
Oaks, Seaside, Monterey, Pacific Grove and Carmel.

The 2003 Monterey County Civil Grand Jury required only the coastal cities to respond
to the findings and recommendations on affordable housing. Since the 2003 Grand Jury
report was limited in scope, the 2004 Grand Jury briefly investigated housing issues

facing some of the South Monterey County cities, thereby expanding the inquiry into
affordable housing.

PROCEDURE/METHODOLOGY
Members of the Grand Jury interviewed:
* Monterey County Board of Supervisors
= A Member of the Fort Ord Reuse Authority
» Staff members of the Monterey County Housing and Redevelopment Agency
* Administration at Salinas Valley State Prison
» Administration at Soledad Correctional Training Facility
= City of Soledad Officials
Members of the Grand Jury reviewed:

= 2003 Monterey County Grand Jury’s Affordable Housing Report
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* Responses to 2003 Monterey County Grand Jury’s Affordable Housing Report
» Monterey County Annual Housing reports of 2003 and 2004

» U.S. Census Bureau-http://quickfacts.census.gov

» “Curtin’s Californian Land Use and Planning Law” - Danial J. Curtain, J.R. and
Cecily T. Talbert, 2001, 21st Edition

=  Ambag-www.ambag.org - A mutual interest and concern studies of the counties
and cities in Monterey, San Benito and Santa Cruz. -Reports & Studies in:
e Regional Housing Determinations Needs
¢ Survey Of Water Resources in Monterey County
o List of Affordable Housing Programs

» Department of Housing and Community Development-Community Development -
www.hcd.ca.gov

» National Association of Home Builders-study on “Housing America’'s Working
Families”-2004

BACKGROUND AND DISCUSSION

The State of California has determined that it has an affordable housing crisis. In
Monterey County, families are finding it increasingly difficult to purchase or rent a home
in or close to the communities where they work. According to a recent study on
“Housing America’s Working Families in 2004” by the National Association of Home
Builders, not only low income wage earners are impacted, but middle class households
as well. Communities are restricted in growth due to the limited supply of medium and
low priced housing. Teachers, police officers, firefighters and other moderate-income
workers often must work more than one job to meet their monthly housing expenses or
look for housing 50 miles or more from their place of employment. In recent tours
conducted at Salinas Valley State Prison and Soledad Correctional Training Facility, the

administration of the prisons told the Grand Jury that some employees are purchasing
homes in Coalinga, Los Banos and Bakersfield.

To add to the housing problem, Monterey County's major industries, agriculture and

tourism, predominately offer only low-paying jobs. The effect of the lack of housing

supply and the high demand for housing widens the gap between what residents can
afford and what is available.

Some of the factors influencing the employment/housing balance are:
» Housing demand exceeds supply in the county and throughout the state.

» Job growth in lower end jobs. Workers filling these entry-level positions need
affordable housing.
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= Seasonal employment from agriculture. An estimated 39,000 agricultural workers,
many of whom earn between $8,000 to $18,000 a year, are unable to afford most
of the housing available in the county.

» Second homes and vacation properties. Although they are counted as residential
units, these houses are not available for workers in the county. These types of
units exist throughout the county, but as an example, within the City of Carmel
approximately 30% of homes are this type.

During interviews with members of the County Board of Supervisors, a member of the
Ford Ord Reuse Authority and staff members of the Monterey County Housing and
Redevelopment Agency, a question was asked: What role is the county taking and how

is affordable housing being addressed? A summary of the answer to this question
follows.

In October 2003, the Board of Supervisors approved a new state-mandated Housing
Element. This document provides a long-term strategy designed to encourage the
creation of new housing. It addresses the need for housing in Monterey County,

specifically, housing needs for the workforce and the need to reduce or remove the
barriers to new housing projects.

County administrators have created a down payment assistance program using grant
funds provided by the Housing and Community Development Department (HCD). A total
of $600,000 is presently committed to the program by the HCD, and the State of
California has tentatively committed an additional $1,050,000.

Another program, the County outreach effort, which included publicity in newspapers,
television and radio, for housing rehabilitation was recently completed. This program
currently has a limited number of new applications. A total of $1,500,000 is available

from six different funding sources. The County has established an educational program
and a lottery for inclusionary housing.

Currently, two pilot incentive programs for affordable housing on Rogge and Salinas
Road are currently under evaluation by the County. There are multiple housing
developments in the works in Monterey County:

= Castroville Plan which provides for 1,400 new units;

= Boronda Plan which provides for 800 new work force housing units. Consideration
for approval is scheduled for November 2004; and

= East Garrison Specific Plan which is to include a total of 1,470 new units with 20%

of the units to be inclusionary. This project is scheduled to go before the Board in
December 2004.

The Board of Supervisors has approved more than the amount recommended in the
2003-2004 County budget for inclusionary housing by 40%, but also has decreased the

budget with the Fort Ord Reuse Authority by 35% and the Redevelopment of the
Castroville Plan by 11%.

The Peninsula’s largest growth in new communities will come with the development in

the former Fort Ord area. Entrusted with this project is the Fort Ord Reuse Authority
(FORA). Their efforts include:
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» Ensuring infrastructure of new roads with integrated installation of sewer, water,
storm drain and communication lines to serve regional needs.
* Creation of a regional Community Housing Trust (CHT) to facilitate and sustain

affordable housing units. Plans to expand CHT countywide are currently being
considered.

» FORA’s commitment to coordinate and cooperate with the community, the

private sector, regional agencies and elected officials. However, the development
process has been delayed for several years.

Current growth of Monterey County has occurred at a rapid rate, mostly in South County.
Although availability of land is more prevalent, development of the land is impacted by
nitrate levels in water resources. It is important to note that a balance is necessary
between growth and agriculture since Monterey County receives over $3.5 billion from

agricultural industries. A misguided plan will result in lost revenue from the conversion
of agricultural land to residential use.

Growth in the cities of Gonzales, Soledad, Greenfield and King City range from 45% to
69%, compared with 13% for the whole county according to the California Department of
Finance (2003-2004). However, the infrastructure for these Salinas Valley cities has not
kept up with growth. This infrastructure includes streets, water, sewer, storm drains and

communication lines. Also affected are employment, retail, public safety enforcement,
public and private community services.

Soledad, the fastest growing city in South County according to the California Department
of Finance, has more available affordable housing in comparison to Salinas, North
Monterey County and the Monterey Peninsula, thus drawing more people to South
County. Soledad’s First Time Home Buyers Program is currently assisting a limited
number of families in purchasing their first home. The Redevelopment Agency of the City
budgeted $450,000 in fiscal year 2003/04 with funds granted from HCD. This program is
for applicants who are purchasing a home for the first time and who must have low or
moderate income according to HCD. A low income family can receive up to $120,000 to
assist in the purchase. Moderate income applicants can receive up to $60,000. The set
limit on the purchase price of both programs is $350,000. This loan from the City is
considered a second loan on the home, and the payment is deferred for 30 years.
However, the City of Soledad, in the fall of 2004, declared a moratorium on new permits

for building due to a failing wastewater treatment plant. The current system has reached
its waste-handling capacity.

Chualar, a small-unincorporated town about 10 miles south of Salinas, is one of the most
economically challenged communities in Monterey County. More than a third of the
homes in Chualar are over 30 years old and in need of rehabilitation. Chualar has a
non-existent or failing infrastructure within the community, such as a failing sewage
treatment plant near the Salinas River and water wells and aquifers with high levels of

nitrates. It appears the County is attempting to make this area a redevelopment project,
but is uncertain as to how to proceed.

Overall, there are several housing projects in the development process and plans for
present and future generations. The process can seem tedious and obtrusive due to
environmental and infrastructure challenges. While housing brings new revenue, it is not
enough to cover the costs that accompany a booming population. A major issue facing
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Monterey County is the water resources, which have salt water intrusion and nitrate
contamination. It appears other challenges come from special interest and political

groups that are narrowly focused on issues benefiting a limited percentage of
individuals.

Based on the research and interviews, the 2003 Monterey County Civil Grand Jury
findings, recommendations and responses, the 2004 Civil Grand Jury determined the
required responses should be expanded to additional cities.

FINDINGS

1.

Lack of affordable housing continues to be among the most serious problems facing
Monterey County and the Monterey Peninsula in particular.

Political, economic, social and environmental considerations often interfere with the
achievement of reasonable affordable housing goals.

Affordable housing is critical to economic and social health of Monterey County.

Water resources are impacted by Monterey County growth, and the water quality is
being impacted by salt-water intrusion and nitrate levels.

5. Infrastructure of Monterey County and cities are in need of maintenance and
expansion, and some systems are failing.

RECOMMENDATIONS

1. The Monterey County Board of Supervisors and the administration of all incorporated
cities within the county should annually update the status of affordable housing.

2. The annual status of affordable housing should be included in each year's Grand
Jury report.

3. Improve and expand water resources to allow for growth.

4. Maintain and expand infrastructure to allow for growth.

RESPONSES REQUIRED

Monterey County Board of Supervisors

Findings 1 through &
Recommendations 1 through 4

Date Due: April 4, 2005
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City Administration for All Incorporated Cities:
Findings 1 through 5
Recommendations 1 through 4
Date Due: April 4, 2005

Responses to the Findings and Recommendations shall be addressed to the

Presiding Judge of the Superior Court of California, County of Monterey as noted on
page iv of this report.
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WHO’S MINDING THE STORE?

SUMMARY

The Monterey County Grand Jury received a complaint that had been submitted by
concerned citizens of Monterey County. The complaint concerned a school official in
the Salinas Union High School District, and was assigned to a committee to

investigate, resolve, and report to the full Grand Jury. Concerns to be investigated
were as follows.

1. The misuse of public school funds and non-appropriated funds.
2. Non-compliance with state mandated school-site meetings.

3. Abuse of material, time, and media resource.

PROCEDURE/METHODOLOGY

In addition to interviewing the complainants, the following resources were used:
» Local newspaper publications
= Interviews with district and school officials
» Interviews with faculty members

= A review of documents received

BACKGROUND AND DISCUSSION

The complaint alleged a series of events that had occurred which involved alleged
abuse of authority on the part of a Salinas High School administrator. Allegations
included inappropriate use of authority, financial mismanagement, and unethical
behavior, with specific instances alleged in the complaint. A series of interviews
were conducted with various administrators, staff members, and certified employees
from the high school, as well as high ranking district administrators.
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Because of print and television media coverage, the Grand Jury was aware of
several controversial events which had occurred at Salinas High School during this
administrator’s tenure, and these matters were of interest as well.

INQUIRY

Part of the Grand Jury’s inquiry focused on the policies of the Salinas Union High
School District. In attempting to discover what the District had in writing concerning
a code of conduct for district administrators and other employees, we discovered that
either no such document existed, or that it was not public information. A visit to the
Human Resources office of the Salinas High School District became an exercise in
frustration for the Grand Jury; staff was unaware of any such document and deferred
to an absent administrator. Telephone contact with that administrator was not
fruitful. He advised that the Superintendent required that the Grand Jury request the
Code of Conduct from him. The Grand Jury was unable to determine if there is any

code of conduct, or any list of ethical standards which regulate behavior within the
SUHSD.

Initial interviews by the Grand Jury confirmed that there had been questionable
financial dealings by one administrator, which had placed the Salinas Union High
School District in a bad light. The administrator involved had been relieved of most

financial decisions, and his authority to manage the budget had been revoked due to
his mismanagement of financial matters.

Witnesses and complainants confirmed that there were other problems. School site
council meetings, required by the California Education Code, had not been held.
Also, inappropriate political activity on campus was witnessed, including the use of
school media to campaign for a candidate for school board. That matter received
coverage in the news media and generated controversy.

Interviews with three district administrators confirmed that there were concerns about
the performance of the Salinas High School administrator, as well as an awareness
about several allegations of mismanagement and ethical lapses. We discovered
only one instance of a diligent inquiry into the administrator’s problems handling

financial matters. That inquiry resulted in his being relieved of most financial
decision-making authority.

CONCLUSIONS

The School Officials have been negligent in the handling of school fiscal and
administrative matters.

RECOMMENDATIONS

1. Establish and enforce a Code of Conduct and/or ethics that all school officials
shall acknowledge and comply with.
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. Al school officials should be held to the same standards of conduct.

. Establish special event accounts as non-profits, with funds disbursed only by a
designated committee.

. Enforce established standard procedures for the handling of all funds within the
school district.

Monitor and enforce school site councils, ensuring compliance with state
mandated directives.

. Outline and enforce procedures to eliminate the use of school equipment for
non-school activities.

. Establish and enforce procedures and controls to prevent unauthorized access
to non-profit funds.

Establish and enforce cash handling procedures and controls to prevent
unauthorized usage.

RESPONSE REQUIRED

Salinas Union High School Board of Trustees

Recommendations 1 through 8

Date Due: April 4, 2005

Response to the Recommendations shall be addressed to the Presiding Judge of the

Superior Court of California, County of Monterey as noted on page iv of this report.
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A REPORT ON GANGS IN MONTEREY COUNTY

SUMMARY

With an estimated 3,000 members locally, gangs are a force to be dealt with in Monterey
County. Law enforcement is doing its best to combat the problem under difficult
circumstances. Due to a lack of funds for prevention, they are forced to spend more on
apprehension and incarceration. There is a shortage of funds in all areas.

None of the persons interviewed expect the problems to go away anytime soon.
Containment is the goal on the streets, and in the prisons, as one warden put it, “Gangs
and drugs are flourishing.” On the streets, illegal drugs, including methamphetamines
and black-tar heroin, are the main source of income, but other money making ventures

are emerging. A gang is a “for profit” business that is run by hard core members who
draw in young people who have little prospect for economic security.

Socio-economic problems drive young people toward gangs in Monterey County.
Overcrowding, lack of work, abuse in the home, and lack of education move young
people toward the apparent security offered by the gangs. The community, through the

organization and mobilization of concerned citizens, has tried to make progress in many
areas, but funds are in short supply and progress is painfully slow.

PROCEDURE/METHODOLOGY
Information was gathered through interviews with:
» Administrators of the Juvenile Impact Program

» Gang Experts and other officers at the Salinas Police Department

» Elected officials of the City of Salinas

Information was gathered through visits to:
= Juvenile Hall, Salinas
=  County Jail, Salinas

» Salinas Valley State Prison, Soledad
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» Correctional Training Facility, Soledad
Information was gathered through reading:

» The 2003 Grand Jury Final Report,
Tab 11, Police Service in Monterey County,
Tab 9, Affordable Housing on the Monterey Peninsula

* City of Salinas Response to the 2003 Grand Jury report, Match 30, 2004
* The Monterey County Children and Youth Report (Tellus)
» Manual, Correctional Peace Officers Foundation, Inc.

» “Cultivating Peace in Salinas: A Framework for Violence Prevention”

Articles Read:

» Gangs 101 from “Comprehensive Community Reanimation Process” published
by Urban Dynamics, Inc.

» “Juvenile Violence—Special Report” by Dianne Hales, (World Book online
Reference)

* “Los Angeles—On the Road to Falluja” by Anita Rice, BBC News
= “Gangs” by John N. Hagedorn (World Book online Reference, 2004)

= “25 Year History of Major Crimes,” Salinas Police Department

BACKGROUND

Walk into any jail or prison in Monterey County and you will see the waste of young lives.
Young men, and some young women, who are gang members fill most of the Monterey
County Jail, and they are a substantial population at other prison facilities as well.

Devoted to “The Gang” rather than their family or country, young people dedicate their
lives to the gang community, devising elaborate codes and hand-signals to communicate
and survive within the penal system. There is little chance for rehabilitation or education
at this point. Programs are not in place at the County Jail that will make a difference.
Prisoners serve sentences of up to one year in the County Jail and could be
incarcerated there longer while awaiting trial. Some of California’s prisons do have good

educational programs in place, but these are budget restricted and too few inmates are
enrolled in them.

Life is not pleasant in prison. Cells are 8'x 12" and house two inmates. Privacy does not
exist.  Twenty-five percent of the people in prison require medication and/or
hospitalization for mental problems. Hispanics comprise 36.7% of the inmate
population, Whites 26%, Blacks 24.2%, other 8.1% (Correctional Training Facility at
Soledad). The statistics indicate that out of approximately 300,000 people in the
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California prison system, Hispanics represent 36%, Whites 29%, Blacks 29% and other
6% (California Department of Corrections, March 30, 2004).

In Monterey County, and particularly in Salinas and South County, many young people
are born into a lower socio-economic group. They must deal with overcrowding, lack of
family stability, and diminished incentive to become educated. Low income exists
because there is a lack of upper economic jobs for those who are not literate in English.
In our modern society, the inability to speak English well, while not a primary cause for
becoming a gang member, does add to the difficulties of operating one’s life and taking
advantage of available support systems. Children fall behind in school and, without help

from the family, never get caught up. This partially explains why 95% of hard core gang
members are high school drop-outs.

These problems mirror the problems of many first and second generation groups that
have come and settled in the United States since the 1800’s. The Irish came in great
numbers and youth gangs developed in the Five Points area of New York. This was in
response to the need for money and protection. In this case, the language barrier was
one of accent. In the 1900s, Jewish and Chinese gangs formed. By 1927, there were
1,313 gangs in the City of Chicago alone. In the early 1940s, there were gangs in the
Los Angeles area forming around the second generation of Mexican immigrants. With
time, every major city has been affected. San Francisco has had its problems as has
Bakersfield, Fresno and many more. The larger the city, the larger the problem. All
races have been involved over time.

The Grand Jury chose to approach this subject from two perspectives.
LAW ENFORCEMENT
a) Are we just containing the problem?
b) In 2004, what is the most pressing need in dealing with gang activity?
¢) What is the status of drugs and other related gang activity?
PREVENTION AND THE COMMUNITY

a) What is being done that will build a more trusting bond between law enforcement
and the community?

b) How is the community dealing with the overcrowding in specific high gang crime
areas?

c) What part do parents play in the making of a young gang member?
There are an estimated 350,000 gang members in California. Monterey County has 52
street gangs with 3,000 members. Salinas has 16 street gangs with 2,000 members and
in the Pajaro/Watsonville area there are 10 gangs with about 500 members. (See
“Peace in Salinas,” page 7, Brian Contreras of “Second Chance” 2001).

The Nuestra Familia (NF) was founded in 1967 at Soledad prison in California. It was
formed to protect young rural inmates from the Mexican Mafia. Now the Nuestra Familia
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is headquartered in Salinas. Originally called “farmers” because of their rural
background, they now control the local illegal drug business. Taxes are levied by them
on all who want to sell drugs in this area. This is a major point of contention and leads to
much violence when their dictates are not followed. Due to good police work, the
Nuestra Familia’'s numbers have been temporarily reduced. However, it is known that
there is heavy recruiting going on.

The Nortefios (Northern Structure or NS) a street gang, originated in prison in the late
1970’s. It grew through the California Youth Authority. They have the same philosophy
as the Nuestra Familia and are strongly allied with them. The Nortefios have primary
influence in areas north of Bakersfield, California. They are active on the streets of

Monterey County. This gang and the Nuestra Familia favor the color red, large tattoos,
the number 14 for “N” which is the 14" letter of the alphabet.

The Mexican Mafia (EME) was formed in the late 50’s at the Deuel Vocational Institute
in California. It originated as an urban Los Angeles street gang. Their philosophy
centers on ethnic solidarity and drug trafficking. They are the sworn enemy of the
Nuestra Familia and are allied with the Surenos.

The Surefos, through their affiliation with the EME, became the enemy of the Nortefios.
The cultural and social differences between urban and rural gangsters developed into
deep hatred between the EME and the NF. It is said that they have a kill-on-sight
relationship. This gang and the Mexican Mafia favor the color blue and the number 13.

With the Nortefios in the north and the Surefos in the south, there were incursions into
each other’s “territory” and clashes occurred. However, now one of the largest sources
of violence comes from the migration of Surefios into Central and Northern California
neighborhoods. This makes violence more likely.

Some young people idolize the gang members. The money, the girls, the status, the
friendship, and the protection offered by the gang are often hard to resist, especially if
these young persons’ lives are not going well.

Early involvement in gangs, together with drug and alcohol abuse at home, and too little
formal education (about a sixth grade level for most gang members) is a lethal
combination that leads to violent behavior and a predatory attitude towards society.
While not tolerating the violence and illegal activity, we need to address the causes that
are the pre-cursors to such events. When families do not function well the young people
drop out of school, become delinquent and often end up in Juvenile Hall--if not dead first.
Incarceration is treated as a badge of honor when young people are sentenced to the
County Jail. Eventually, they may end up at the Correctional Training Facility at
Soledad, the Salinas Valley State Prison at Soledad, or other prison facilities. If they are
not already strongly affiliated with a gang, they will become so in jail where the choice is
to identify with a gang or become a victim. The cost of such a path is too high in lives
lost, both victim and gang member, and in property.

It costs $30,929 to support an inmate for one year in prison. There are 12,819 prisoners
incarcerated in various facilities in the county. Each year, more county resources go into
apprehending and housing gang members than to preventing their development, or
turning around those that have started on the wrong path. On the other hand, one
county rehabilitation program is worth noting: the Probation Department’s effort to
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refocus troubled youths. Probation officers operate juvenile hall and go into the field to
supervise troubled youths. It appears probation officers may possibly be the only law

enforcement resource that has a chance of putting a wedge between the youthful
offender and the hard-core criminals.

Probation has developed creative approaches to the youth gang problem. For example,
in juvenile hall, they don't segregate the youthful offenders by gang affiliation but work to
break down those connections. The Probation Department also has several valuable
programs to put young people back on track and keep them out of the gangs.
Unfortunately, the Probation Department suffers from a very high turnover rate among

probation officers, who earn 37% less than deputies doing custodial work at the County
Jail.

Law enforcement is hard pressed to keep up with the gangs. With too few officers to do
the job, the job becomes more dangerous and difficult.  Only 37% of homicides
committed in Salinas, a large portion of which are attributable to gang activity, are
solved. In recent years, homicide is up 150%, arson 140%, armed robbery 111%,
motor vehicle theft 18%, burglary with unlawful entry 16%, and aggravated assault 4%

(Salinas Police Department, Daily Statistical Data). Much of this activity is related to .
gangs.

It has been shown that coordinating local efforts with the Federal Bureau of Investigation
and the Drug Enforcement Agency has helped to reduce street activity. Local law
enforcement works with other agencies to help control guns and drugs, and thus reduce
gang activity, but it is never enough. The biggest need right now is for more resources
dedicated to suppression. Although Salinas and South County are the hub of gang

problems, authorities must not delude themselves into thinking that the rest of the county
is gang-free.

In Salinas, when there is a crisis in one area, resources are stretched so thin that there
is little police presence in other areas and calls go unanswered for hours. This delayed
response suggests a lack of commitment by law enforcement to impacted communities.
It is difficult for citizens to understand why it takes hours for their calls to be answered.
Police recognize this problem, but simply lack the manpower to respond. Nevertheless,
this leads to a lack of trust within the community, and particularly in those communities
that are most highly impacted by gangs. A proposed new mobile substation might help

as it can be deployed to any area that is hard pressed. However, the concerns of many
citizens will likely persist.

There are several efforts to make a difference including the Juvenile Impact Program
and Second Chance. Neither receives public funds. Gang Resistance Education and
Training (GREAT) helps officers teach young people to resist gangs. Youth Employment
Services (YES), sponsored by Salinas Downtown Rotary Club and run through Partners
for Peace, helps high school students earn credits towards graduation while gaining
proficiency in English and Math. It also assists students in finding jobs. These students
come from neighborhoods that have multiple risk factors for violence. Reading for
Peace helps Kindergarten through 3™ grade children. Probation runs the Rancho Cielo
and Silver Star programs for young persons already having problems with the law.

In Monterey County, people living at the lower income level have multiple problems.
Unemployment and underemployment are problems in an area where the two biggest
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employers are agriculture and the tourism industry. Both pay relatively low wages, and
the jobs are seasonal. Housing is in short supply. There appears to be no immediate
way to alleviate the overcrowding in high crime areas although there is movement
towards a 20-40% inclusionary housing goal. Essentially, low income housing does not

and may not exist in Monterey County in sufficient quantity now, or in the immediate
future.

While recognizing the pressing need for more funds to suppress gang activity, an equal
challenge is to prevent youth from joining gangs. We have mentioned the Probation
Department's programs, but Probation comes after the parents have failed to protect
these youths from gang recruitment. Consideration needs to be given to removing
children from the custody of parents who tolerate gang affiliation. According to our
research and the gang experts we interviewed, young persons put on the “colors” at age
ten and sometimes even younger. Gang life is a one-way street to life outside the law.
Consigning one’s children to this path should be considered child neglect, even without
other factors present. Using child neglect laws and programs to remove gang neophytes

from destructive home environments would also attract state and federal monies to help
these individuals and their parents.

FINDINGS

1. Gangs are well entrenched in Monterey County, both on the street and in the
prisons.

2. Inall areas of Monterey County, socio-economic problems, coupled with parents who
cannot, or will not, take charge of their children and their own lives, are at the core of
the juvenile gang problems.

3. Overcrowding is a factor in gang affiliation.
4. Low education levels and lack of English literacy are factors in gang affiliation.

5. Probation Department officers who are at the leading edge of the fight to reclaim the

county’s youth from gangs are underpaid when compared to other county law
enforcement officers.

6. Lack of prompt police response in Salinas breeds contempt for the department and
hinders its ability to get cooperation from citizens in high gang-impacted areas.

RECOMMENDATIONS

1. Increase the number of police officers available in Salinas to cover citizens needs
even when there is a crisis elsewhere.

2. Pay Probation Department officers the same as other county law enforcement
groups.

3. Re-invest in the Juvenile Impact Program.
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4. Make enroliment retention programs at schools for at-risk youths a priority.

5. Invest in recreation facilities for after school activities in those neighborhoods that
are most at risk.

6. Treat gang activity as a stand-alone reason for removing a young child from the
home.

7. Develop and implement a renewal plan for gang-impacted, blighted residential areas
in the cities and County of Monterey.

RESPONSES REQUIRED

Monterey County Board of Supervisors
Findings 1, 2, 3,4,and 5
Recommendations 2, 3, 5,6 and 7
Date Due: April 4, 2005

All City Councils within Monterey County
Findings 1, 2, 3, and 4
Recommendations 3, 5, and 7
Date Due: April 4, 2005

City Council of Salinas
Findings 1, 2, 3,4 and 6
Recommendations 1, 3, 5, and 7
Date Due: April 4, 2005

Monterey County Board of Education and the Boards of the following school
Districts:

Alisal Union

Carmel Unified

Chualar Union

Gonzales Unified

Graves

Greenfield Union

King City Joint Union High
King City Union

Lagunita

Mission Union
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Monterey Peninsula Unified
North Monterey County Unified
Pacific Grove

Pacific Unified

Salinas City Elementary
Salinas Union

San Antonio Union

San Ardo Union

San Lucas Union

Santa Rita Union

Soledad Unified

Spreckels Union
Washington Union

Recommendation 4
Date Due: April 4, 2005
Responses to the Findings and Recommendations shall be addressed to the Presiding

Judge of the Superior Court of California, County of Monterey as noted on page iv of this
report.
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FOSTER CARE IN MONTEREY COUNTY
“Give Children in Monterey County the Best Chance”

SUMMARY

The Grand Jury expressed an interest in the youth of Monterey County, specifically
those children who have been removed from their homes and live in foster homes or

group homes. The Health and Social Services Committee was given the task of
investigating this area.

Overall, the foster care system is functioning well in Monterey County. The Grand Jury
did have concerns regarding the number of children placed outside the county, the lack
of sufficient foster homes, the cost of group homes, and the enhancement of
preventative programs, so that fewer children would need to be placed in foster care.

PROCEDURE/METHODOLOGY

The committee was concerned with two broad questions. First, are the needs of the
children who cannot live in their homes being met? Specifically, are they safe? Are their
medical, emotional, educational, and social needs being met? Are they eventually
returned to their original homes, adopted, or placed in a permanent residence (foster or

group)? Second, is the cost of foster care commensurate with the results obtained, both
- for the children and for the community?

The Grand Jury spoke with the following:
= A program manager from Child Protective Services
» A social worker involved in the Foster Care program
* The Judge‘of the Juvenile Court
* The Executive Director of Court Appointed Special Advocates (CASA)
= A CASA volunteer
» Professionals involved in the Alternative Education Program
The Grand Jury visited the following:

= Juvenile Hall
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* Arandom selection of foster homes and group homes
* The training program for foster parents
The committee also reviewed a number of documents including the following:

» California Child Welfare Services Outcome and Accountability County Data
Report

BACKGROUND

As of July 1, 2002, the population of Monterey County was 412,000 (Census). As of
January 2004, according to the Child Welfare Services Report, 119,069 residents of
Monterey County are under age 18 years. Ethnic makeup:

61.9% Hispanic 4.3% Asian
26.6% Caucasian 2.6% Black

The rest are of two or more races or some other race (Monterey County Children and
Youth Report). The largest number of children are residing in the Salinas Valley.

The primary reason children are removed from their homes is child abuse. According to

statistics from the Department of Social Services from 2002, there were 5,098 reports of
abuse.

70% Severe Neglect
15-20% Physical Abuse
Remainder  Sexual Abuse

In about 80% of the homes where abuse is reported, there is substance abuse by one or
more family members. After investigation, 583 of these reports were considered
substantiated referrals in which it was determined the children should not continue living
in the home under the present circumstances. After deciding to remove a child from
his’her home, the Department of Social Services attempts first to see if a suitable
relative or family friend can take care of these minors. Over 50% are placed with close
kin. If not, other arrangements are made. In 2003, 419 children were living in
supervised foster care in Monterey County. This represents 3.5 per thousand, a rate
that is considerably lower than the state average of 8.9 per thousand. The racial
breakdown corresponds to the ethnic distribution of children in the county:

61% Hispanic 3% Black
29% Caucasian 2% Asian
5% Other

The age distribution of this group is:

12% Under 1 Year 26% 6 — 9 Years
12% 1 -3 Years 19% 10 — 12 Years
22% 3 -5 Years 9% 13 - 18 Years

(Department of Social Services)
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Children are first placed in foster homes. There are approximately 100 licensed foster
homes in Monterey County. Children who are unable to successfully live in a foster
home setting eventually are placed in one of eight licensed group homes in Monterey
County, which usually serve teenagers. When there are not sufficient foster homes
available, one of two Foster Family Agencies is called upon to provide a residence. This
is typically more expensive than a regular foster home. When there are no openings in a
group home, children are sent out-of-county to a placement. Many teenage clients are
currently residing outside of Monterey County. In May of 2004, there were 70
placements; 49 of these were out-of-county. According to the Department of Social
Services, this number is typical, varying by no more than five in any given month. The
average cost of these out-of-county placements is $5,571 per month per person.
Moreover, because of the distances involved, the teenager placed out of the county can
become isolated from support systems such as family, friends, teachers, and volunteer
organizations. Similarly, the social worker’s interaction with the child becomes more
difficult, while the extra time necessary to meet with the child as required places an even
greater demand on the already challenged social worker resources.

DISCUSSION

There are defined roles for various social service agencies. The focus of the
Department of Social and Employment Services is on the parents and eventual family
reunification. After assessing a home environment, social workers can recommend
various programs to address the issues that led to the removal of a child i.e., drug and
alcohol problems; lack of appropriate parenting; domestic violence; lack of employment,
and lack of financial resources. CASA (Court Appointed Special Advocates) focuses on
the children in the dependency program, especially as they go through the legal system.
Juvenile Hall and the Probation Department work with children (primarily teens) who
have broken the law and with their parents.

There are many unsung heroes and heroines, both paid and volunteer, working for the
children in our county. They are well educated, receive on-going training, work hard,

and appear to be motivated by the best interests of the children and families with whom
they work.

All social worker positions are filled in the services that deal with children in the
dependency care program. The average worker sees 20-25 children a month. Yet a
workload study done by the State of California suggests that “best practices” would be to
have three times as many workers as now exist in Monterey County. During the last five
years, there has been an increase in referrals. At the same time, and for the
foreseeable future, budget cutbacks at the county and state level are likely.

In January 2003, a California Child and Family Service Review was done by the state.
Monterey County completed its review in January 2004. These initial reports are to
serve as baseline levels of performance against which counties can be measured in the

future. This type of study is possible now that the social service system is fully
computerized.

By some measures, Monterey County children are better off than those in other
counties. The number of children in care in Monterey County is 3.5 per thousand, less
than half of the rate for the state (8.9 per thousand). The recurrence of maltreatment

207



within 12 months for substantiated reports of abuse was 5.8% in Monterey County as
compared to 14.6% in the state. The rate of recurrence of abuse and/or neglect in
homes where children were not removed but receive child welfare services was 5.2%,
compared to 9.5% at the state level. All of these measurements are positive.

By other measures, Monterey County children may be less well served. In regard to the
percent of abuse/neglect referrals with a timely response (situations in which a
determination is made that the abuse or neglect allegations indicate significant danger to
the child), immediate response compliance was 89.8% in the county, compared to
94.4% in the state; and 10 day response compliance was 78.1% in the county,
compared to 89% in the state. Social workers we spoke with said that this was the result
of computer data entry not being current and was not actually as low a$ it appeared.

Social workers are required to visit a child in foster placement once a month. In June of
2003, the last month for which data was available, the compliance rate was 67.1% in the
county and 72.2% in the state. Again, we were told that this was the result of slow
computer entries due to an excessive workload. Our visits with foster parents revealed
that in three out of four cases these monthly visits were not being made.

Permanency and stability outcomes are the measures designed to reflect the number of
foster care placements for each child, the length of time a child is in foster care, and the
rate that children re-enter foster care after they have returned home. From July 1, 2002
to June 30, 2003, 83.6% of children were reunited with their families within 12 months,
compared to 65.3% at the state level. During that same period, 60.6% of children who
were adopted from a foster care setting were adopted within 24 months, compared to
23.6% at the state level. Of the children placed in foster care during this period, 76%
had no more than two different placements, compared to 83.9% at the state level. Also,
during this time period, of those who exited foster care 9.9% were subsequent entries
within 12 months, compared to 10.8% at the state level.

It is hard to track children once they reach the age of 18. However, the California
Department of Social Services has made efforts to measure children transitioning to self-
sufficient adulthood. During this same time period, of Monterey County children tracked
between 16-20 years, 11 received a high school diploma, 5 enrolled in college, 38
received Independent Living Services, and 6 were employed and able to support

themselves. None were recorded as having completed Regional Occupational Program
(ROP) vocational training.

Neither Social Services nor correctional facilities track individuals to provide information

about how many children placed in foster care subsequently enter the criminal justice
system.

One of the innovations of which the people involved with foster care are most proud is
the Family to Family program. The primary goal is to develop a network of family foster
care that is neighborhood-based, culturally sensitive, and located primarily in
communities in which children currently live. In Monterey County, the greatest need
exists in East Salinas, Marina and Seaside. Their strategies include recruiting, training
and supporting resource families who can support children and families in their own
neighborhoods; building community partnerships to create an environment that supports
families involved in the child welfare system; decision making that not only includes case
workers and families, but also community members. This program has been in
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operation since 2002. Regular evaluations will determine progress and the need for
changes.

Many people who volunteer to be foster parents are motivated by a desire to eventually
adopt one or more of these children. Sometimes foster parents have children of their
own already. Sometimes they are childless. Despite the focus on adoption on the part
of foster parents, the recruitment process emphasizes the plight of children in difficult
circumstances and the need for more safe homes. Adoption and foster care are lumped
together without a lot of distinction between the two, nor much acknowledgment that the

Department of Social Services is representing the original parents and the goal of family
reunification.

Recently the Department produced a video in both English and Spanish that can be
viewed by groups or individuals. It speaks of the children in need, as well as the

rewards voiced by foster parents themselves. Television ads are also shown on local
channels.

Potential foster parents are given a thick application packet to complete. They are
required to have 18 hours of in-depth, pre-service training, a family assessment,
interpersonal contact with staff, and background checks. Homes are checked for safety
and sufficient room for children. A monthly stipend is provided, the amount of which is
dependent on the age and needs of the child. (See Table 1) Foster families do not
have to account for how this money is spent. Medi-Cal provides health insurance.
Counseling is available through the county on an as-needed basis. Foster parents who
take a child with special needs are provided with a multi-disciplinary additional training
program and more frequent visits by a social worker.

Foster parents with whom the Grand Jury members visited were highly motivated and
enthusiastic. Processing time before placement of a child varies. Parents we spoke
with reported receiving a child within days in some instances and within months in other
cases. Social Services indicates that normal processing takes from two to four months.
Once a child is placed, child welfare practices focus on a dual-track process called
concurrent-permanent-planning. Concurrent-permanent-planning works to reunify birth

families, while simultaneously seeking to establish alternative foster-adoptive placement
homes.

Foster parents reported no problems accessing medical care. The families we met
seemed capable of providing the educational, emotional and social needs of the
children. When a child requires mental health services, it may take longer. Visits with
biological family members are set up according to family circumstances. Visits,
especially supervised visits, often take place at the Social Services office at the
Quadrangle in Salinas. The setting does not provide a lot of room to separate various
people involved in the child’s life, nor does there seem to be much coordination of the
meetings by personnel at the office.

Children who are not able to adapt to life with a foster family are placed in a group home.
Usually these are teenagers. Group homes are classified from level 5 to level 14, the
higher levels being reserved for more disturbed youth. Group homes have up to 6
children of one sex living with a rotating staff including at least 2 aduits at all times. They
provide a more therapeutic environment (i.e. more supervision, more therapy, more
visits by a social worker). In advance the children agree to abide by rules and a more
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structured procedure for daily living. These homes are licensed by the state and
regulated by the California Code of Regulations, Title XXIl standards. There are yearly
unannounced inspections by state officials. All staff are required to complete annual

continuing education requirements. There is little staff turnover in the group homes in
Monterey County.

The homes are run on a non-profit basis. Funding is primarily from the federal
government, secondarily from the state, and thirdly from the County. The cost per child
varies according to the level of the home. (See Table 1) Monterey County funds less
than 20% of the money required for foster care whether in foster homes or group homes.
Theoretically these homes follow the guidelines for tax-exempt organizations, however,
not all homes could provide evidence of budgets or financial statements.

When children turn 18 they are no longer eligible for welfare services, so that their time
in foster care or in a group home may be abruptly terminated for financial reasons.

Overall, the Grand Jury was impressed by the dedication and professionalism of
employees of the Department of Social and Employment Services, Family and
Children’s Division. They were open, cooperative, and enthusiastic about their work.
CASA Volunteers, foster parents, and those employed in group homes displayed caring
attitudes and a willingness to go beyond normal expectations to provide children with a
loving home. Monterey County is fortunate to have these people.

The caseloads for social workers are high. With anticipated budget cuts at both the
state and county level, it appears this is not likely to improve in the near future. Without
relief there is a good possibility that more experienced social workers will move to other
areas or leave social work. Less experienced social workers will not be able to provide
the same level of expertise. There needs to be relief from routine aspects of social
workers’ jobs, so that they can focus on treatment of children and families.

The majority of children in foster care come from family environments in which drug or
alcohol abuse exists. A large number of infants are born with drug or alcohol exposure
that threatens their physical and mental development. Children whose parents have
substance abuse problems tend to remain in care for longer periods of time than other -
children (US Department of Health and Human Services). Though parents can be
mandated to attend recovery programs, they are often not successful in their efforts to
permanently renounce drugs and alcohol. Priority needs to be placed on prevention.

Domestic abuse often accompanies addictions and leads to children being removed
from their homes. Half of the men who abuse their wives also frequently abuse their
children, according to a national survey.

Though the number in Monterey County is not known, nine percent of the children in
California have a parent currently involved in the adult criminal justice system. When
this person is a father, the children usually live with the mother. When the mother is in

prison, only 28% of the children are with their father. The rest often end up in foster
care.

Though prevention makes logical sense, prevention and early intervention efforts are
limited and funding is capped. In contrast, funding for foster care is driven by case
counts and automatically expands as foster placements increase, providing little
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incentive to reduce the need for out-of-home placement (California Center for Research
on Women and Families). ’

Children entering foster care frequently have significant mental health problems. The
incidence of emotional, behavioral, and developmental problems among foster children
is three to six times greater than among non-foster care children (California Institute for
Mental Health). Families we spoke with complained of the difficulty and/or slow
response to mental health problems.

When children reach the age of 18, they are no longer eligible for services under the
child welfare system. Many lack educational and employment preparedness. The high
cost of living in Monterey County makes it especially difficult for these young people to
survive. They may end up homeless or living with the families from which they were
originally removed, leading to problems with drugs and alcohol or with the criminal

justice system. The Independent Living Program exists in the county, but not many
youth appear to be utilizing it.

An excellent program of alternative education exists for children in Juvenile Hall.
Classrooms, however, are inadequate. In addition, Alternative Education professionals
to whom the Grand Jury spoke observed that the school systems from which the
children originate tend to be unresponsive in sending student records, so that it is
difficult to place them appropriately.

There is a shortage of foster homes. The areas in which homes are most needed are
the least likely to be able to meet the requirements for a foster home; i.e. sufficient space
and supervision. Also, more homes are needed that reflect the racial and linguistic
needs of the children entering the system. Though a stipend is provided for the
children’s care, the Jury wondered about recruiting for foster parents on the basis of it
being a job, like any other, and its compensation being greater to encourage people to
view it as an occupational possibility.

Though a lot of education is provided to adults before they become foster parents, a
number of them complained about the lack of specific education and support when they

receive a child with special needs, such as a drug baby. Foster parents felt they were
often left to struggle on their own.

Social workers for a child are frequently changed. Some parents spoke of three different
social workers for a child within a year. This makes it difficult both for the parent and the
child since a certain amount of time is required for the social worker to familiarize
themselves with the child’s file and to provide meaningful service.

Some members of the jury were concerned with the level of cleanliness and space

allotted in some foster homes, though the majority of homes we saw were well
maintained.

The Grand Jury was concerned with the lack of a timely response to emergency calls
about child abuse. If this is truly a matter of computer records being entered in a timely
manner, then the problems should be corrected, so our county’s responsiveness can be
accurately assessed. We were also concerned that cases of emotional abuse were not
perceived as serious matters, though their long term impact on a child can be significant.
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In regard to group homes, we noted the high cost per month to care for a child and the
fact that so many children are placed out of the county. We were also dismayed to see
a haphazard method of financial accountability in some group homes.

FINDINGS

1.

Drug and alcohol abuse are directly correlated with child abuse, leading to placement
in foster care.

Placing children in out-of-county homes is very expensive, places an unnecessary
strain on the social workers and separates children from their support systems.

The cost of care in group homes is very expensive and is provided primarily by
government funding. However, there does not seem to be any consistent
accountability for the funds distributed.

There is a shortage of foster homes.
The Child Protective Services Program is operating effectively and efficiently.

The system abandons very needy children at the age of 18 when many are poorly
equipped to manage life on their own.

Social workers’ caseloads are too high.

RECOMMENDATIONS

1.

Greater attention should be paid to preventative programs in the public schools, such
as drug and alcohol programs and anger management training, which would be
incorporated each year as part of the curriculum. The Jury believes each school
district should be allowed to decide what type of program would best meet the needs
of the individual school population.

Resources should be developed to provide adequate care for all children who require
out-of-home placement within Monterey County.

All group homes should be required to have a budget and record of expenses that is
checked yearly by an independent source.

The County should study the possibility of attracting more individuals to be foster

parents by paying more and recognizing foster parents as professional parents who
are assuming an important job.

A transitional program should be available that would aid foster children who are
turning 18 by providing them with both financial and vocational/educational
assistance so that they are more likely to be successful members of the community.

The Board of Supervisors should adopt a process that will bring social worker
caseloads more in line with best practices.
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RESPONSES REQUIRED

Monterey County Board of Supervisors

Findings 1 through 6

Recommendations 1 through 6

Date Due: April 4, 2005

Monterey County Board of Supervisors Should Direct the Department of Social

Services to Address the Following:

Findings 1 through 6

Recommendations 1 through 5

Date Due: April 4, 2005

Response to the Findings and Recommendations shall be addressed to the Presiding

Judge of the Superior Court of California, County of Monterey as noted on page iv of this

report.

Table1. Foster Care Rates and Increment for Special Needs where applicable

Type of Placement ' Monthly Rate | Monthly Special Needs
Increment
Relative, Near Kin, Foster Family Home
Age 0 -4 $425 +301
Age 5-8 $462 +268
Age 9—11 $494 +240
Age 12 — 14 $546 +193
Age 15-19 $597 +148
Foster Family Agency
Age 0-4 $1,589
Age 5-8 $1,648
Age 9 — 11 $1,697
Age 12 - 14 $1,787
Age 15 -19 $1,865
Group Home Rate Classification Level
5 $2,966
6 $3,344
7 $3,723
8 $4,102
9 $4,479
10 $4,848
11 $5,234
12 $5,613
13 $5,994
14 $6,371

213



CRISIS INTERVENTION TRAINING AS AN ALTERNATIVE
TO THE USE OF DEADLY FORCE

SUMMARY

The Grand Jury received a complaint asking for an investigation into a fatal police
shooting in the city of Salinas. During the confrontation, a police canine was stabbed
(and later died), and the assailant was tasered and shot with a handgun by Salinas
police officers; the male assailant was fatally wounded in that confrontation.

The Grand Jury decided to investigate the issue of deadly force incidents county wide in
the last fifteen years. During that time period, there have been other critical incidents
which have lead to the death of several persons; the Grand Jury chose to examine only
events in which the person who was killed was either mentally ill or emotionally
disturbed. Due to the sensitive nature of the investigations which follow the events, and
the accompanying legal liability issues, it was probable that the Grand Jury would not be
able to gain access to records of departmental investigations. In most cases (perhaps
all), the District Attorney’s Office runs a parallel investigation as well, which is also
confidential. Based on comments to the public and news media, the Grand Jury learned
that all of the incidents which have taken place in the time period under review were
found by the District Attorney’s Office to be within policy as defined by state law, as well
as each department’s policy on the use of deadly force.

Interestingly, when the District Attorney’s reports are summarized at press conferences,
there has frequently been vocal public criticism of the decisions. The most recent
incident in Salinas is an example of this criticism; civil rights groups condemned the
report which cleared officers of criminal liability in the shooting death of the man, who
had been confronted by police inside a house he was illegally occupying.

PROCEDURE/METHODOLOGY

Grand Jurors interviewed law enforcement personnel involved in the Critical incident
Training Academy (CIT) program, as well as specialists in hostage negotiations.
General details of fatal police encounters with mentally ill or emotionally disturbed
individuals were obtained from law enforcement sources, as well as from media
accounts. Numerous documents relating to the CIT program were examined.
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BACKGROUND

The Grand Jury examined several other police shootings that occurred within the last 15
years.

Case 1 A Marina man was shot and killed by a Marina Department of Public
Safety Officer during a stand-off inside a house. Police had been called to the residence
because the man had been acting strangely. On their arrival, the man retreated to a
bathroom and barricaded himself. The incident escalated when the man was forced out
of the bathroom, and he came out brandishing a knife. He was shot to death.

Case 2 A Seaside man who had mental health issues was approached by police
officers at the request of County behavioral health staff, who were at the man’s house.
He retreated to the roof of his house, and was approached there by an officer who
attempted to use pepper spray to subdue him. The man had a stabbing or cutting

instrument in his hand and advanced on the officer and was fatally shot by backup
officers.

Case 3 A Salinas man was behaving strangely at a house and family members
called police for assistance. A long standoff ensued, with police entering the residence
at least once to douse a fire the man had set, then retreating outside. Eventually, a

SWAT team made entry and located the man in a bedroom. When he moved toward the
officers with a knife in hand, he was shot to death.

The result of each of these critical incidents was loss of life. In each case one or more
police officers’ lives were threatened by the mentally il or emotionally disturbed person,
and in each case there was a fatal consequence for the civilian. A trained police canine
was the single law enforcement casualty in these occurrences.

All four cases were ruled to be justifiable homicide by the District Attorney’s Office, and
each event was extensively covered by local media. Criticism of police actions was
especially strong in these cases, and police agencies were condemned for not dealing
with mentally ill or emotionally disturbed individuals in a less aggressive way.

Police use of deadly force is inevitable, given that the job of a police force is to deal with
violent situations and protect the public and themselves from injury or death.
Department policies regarding the use of deadly force are typically more narrowly
defined than state law, and officers are held to a strict and high standard in matters
where potentially lethal force is used. California’s Penal Code Section 196 defines

justifiable homicide by public officers, and Penal Code Section 199 declares such an act
not punishable.

In judging whether departmental policies and/or state law have been violated by police
action, it seems apparent from the examples within Monterey County which have been
cited that when the officers’ lives are endangered, lethal force is allowable, and such
shootings fall within policy. The District Attorney’s Office has an obligation to judge the
critical moment when a decision to use deadly force was made, and the jeopardy which
the officer faced. All four cases were ruled justifiable on that basis.

What may not receive sufficient attention, however, are the events leading up to these
ultimately deadly incidents. Based on media accounts, each of these four police
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shootings played out in such a way that there were moments, perhaps even long
periods, when there was no immediate life threatening activity attributable to the person

the police were dealing with. In some cases, the decision by police to act led to the
ultimate confrontation.

When that is taken into consideration, one can envision that each scenario could have
had a different ending. For example, what would have happened had a trained CIT
officer been available to intervene? Going a step further, it is a fact that many police
officers in Monterey County have received specialized training through the Critical
Incident Training Academy, and as a result are better prepared to intervene in situations

such as these. More than one law enforcement agency has a trained critical incident
team available for call out.

Following the Seaside incident referred to here, an effort was made to bring about
specialized training for police officers. This occurred, according to one of the prime
moving forces in the creation of the academy, mainly due to political and public pressure
over that particular incident. Over a two-year period, a coalition was built which
eventually achieved a county-wide policy regarding how to best deal with these critical
incidents, and a 40 hour training program was developed and approved by California’s
Commission on Peace Officer Standards and Training (POST). Signatories to the
protocol eventually included County behavioral health, local hospitals, American Medical
Response (ambulance company), County Probation, and California State University
Monterey Bay, besides all county law enforcement agencies. Critical Incident Training
(CIT) was implemented in 1999. The CIT academy is offered twice yearly and the
eleventh session is being offered fall 2004. Agencies are allotted spaces for their
officers based on the department’s size, with anywhere from one to five officers from
each agency eligible for the twice yearly sessions.

Every law enforcement agency in the county, with the exception of federal and state
agencies, has CIT experienced officers on their roster. With the special understanding
gained from the CIT curriculum, these officers have skills which can reduce the tensions
at critical incidents, and potentially avoid an escalation into the kind of encounter which
results in the application of deadly force.

The complaint which prompted the Grand Jury’s analysis of critical incidents which have
led to fatal shootings occurred well after the CIT academy began training local law
enforcement officers, and occurred in a department which also has a specially trained
hostage negotiation team. There has been no mention of any CIT academy graduate
present at the incident, but it is clear that the hostage negotiation team was not called
out. In addition, media coverage quotes the Chief of Police as saying the officers
entered the residence on their own initiative. In retrospect, it appears the resulting death

is all the more tragic, since better use of available resources could very well have had a
different result.

FINDINGS

1. The fatal shooting of a mentally ill man by police officers prompted development of
the Critical Incident Training course within Monterey County after citizens, civil rights
groups and media applied pressure for reform.
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Numerous agencies within the County of Monterey have been involved in and
became signatories to the protocols developed for Crisis Intervention Training. All

police agencies and public safety departments have participated by sending
personnel for training.

CIT is the model for handling critical incidents within the county. The program has
been written up in the FBI Law Enforcement Journal, February 2002, and has been
adopted by other California counties as well as other agencies throughout the United

States. As mentioned, it has been approved by POST, which provides budgetary
support for POST approved training.

The CIT training program has been in place within Monterey County since 1999, yet

police encounters with mentally ill/emotionally disturbed persons continue to lead to
violent deaths.

CIT sources have provided verbal examples of CIT trained officers using their skills
in the field; however, no tracking system exists to document these incidents.

CIT training is only effective if it is applied; it appears the policies for getting trained
resources to critical incidents may not be working well.

Law enforcement agencies all have written deadly force policies; however, not all

have clear policies defining ways to avoid the use of deadly force by using, for
example, crisis intervention principles.

The protocol is currently deficient in the area of calling out a professional from
Monterey County’s Behavioral Heaith Division since there are financial issues
involved which have not been settled.

RECOMMENDATIONS

1.

Each law enforcement agency within the county should evaluate their policies and
procedures manuals which address the use of deadly force for inclusion of crisis
intervention methods.

City councils should ensure that Crisis Intervention Training principles are applied by
those trained to do so, and that their Chiefs of Police have developed policies
relating to getting trained assets to the scene of critical incidents.

The Sheriff of Monterey County should apply recommendations one and two above
to the Sheriff's Office.

County Supervisors should ascertain that the Chief Probation Officer of the Probation

Department also has applied recommendations one and two to the Probation
Department.

The County Board of Supervisors should look into funding an on-call mental health
professional capability from crisis intervention situations
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RESPONSES REQUIRED

Monterey County Board of Supervisors
Recommendation 5
Date Due: April 4, 2005

Monterey County Board of Supervisors Shall Direct the Probation Department to
Respond to the Following:

Recommendation 1 and 4

Date Due: April 4, 2005
Monterey County Sheriff

Recommendation 3

Date Due: March 3, 2005

City Councils Shall Direct the Following Departments to Respond:

Carmel Police Department

Del Rey Oaks Police Department
Gonzales Police Department
Greenfield Police Department
King City Police Department
Marina Department of Public Safety
Monterey Police Department
Pacific Grove Police Department
Salinas Police Department

Sand City Police Department
Soledad Police Department

Recommendations 1 and 2
Date Due: April 4, 2005

Response to the Recommendations shall be addressed to the Presiding Judge of the
Superior Court of California, County of Monterey as noted on page iv of this report.
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REPORT ON THE CORRECTIONAL TRAINING FACILITY
AT SOLEDAD

Correctional Training Facility at Soledad (CTF) is one of the twelve original prisons in the
state prison system. |t dates back to 1946. In 1951, the Central Facility was opened.
Construction continued and in 1958 it became the tri-level facility it is today with the
opening of the North Facility. In 1996, three 200 bed dormitories were added--two at
North Facility and one at South Facility. Each facility functions independently and there

is minimal inmate movement between them. This allows for better control in the event of
a lockdown.

South Facility houses Level One inmates. It provides the complex with outside minimum
custody workers. Central Facility houses Level Two inmates. This is a training and work

oriented facility. North Facility houses Level Three and Level Two inmates. This is also
a training and work oriented facility.

CTF is operating far in excess of the original design capacity of 3,326 inmates. The
inmate population has reached 7,050. The inmate population statistics are: Hispanic
36.7%, White 26.3%, Black 24.2%, and Other 8.1%. Commitment was 57.9% for crimes
against people, 20.6% for drugs, 15% against property, and 5.7% other. The average

reading level is sixth grade. Average age is 38 years. Two Thousand, one hundred and
fourteen inmates are sentenced to life without parole.

This institution is secure for both the public and the prisoners. Staff is aware of the
importance of security in the prison operation and of effective communication with the
inmates. All staff are required to attend a specified number of training hours each year.
CTF has a secure armed perimeter. There are nineteen armed guards spaced around
the institution. Inside the prison are roof gun posts. Custody Staff use radio
communication, which allows them to immediately contact one another.

The CTF budget for 2003/04 is $133,236,882. Of this amount, 76.7% goes for
personnel (salaries, wages, benefits, overtime, and worker's compensation) and 23.3%
for operating expenses and equipment (includes feeding, utilities, waste removal,
equipment, communications, inmate subsistence, etc.). There are 1,713 Staff at CTF.

There is both academic and vocational education at the prison. Unfortunately, because
of budget cuts, the number of inmates participating in these programs has dropped from
1200 to 900. On the academic side, English as a Second Language (ESL), Adult Basic
Education and General Equivalency Diploma (GED), etc. are taught The school is called
Valley Adult School and falls under the Western Association of Schools and Colleges. A
motivated student could take himself through an Associate of Arts (AA) Degree.
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Computer programs are used which allow students to start at very basic levels and

gradually increase their proficiency. Valley Adult School also operates the library in
each facility.

Many good vocational programs have closed because of the budget crunch, but an
advanced Landscape and Horticulture Program is still in effect and a Small Engine
Repair Program is operating under an experienced instructor. Also, under the Prison
Industry Authority is an exceptional furniture making program which employs 230

inmates. Other programs are in place, but lack funds to continue to be vital to the work of
rehabilitation.

There is routine health care available on an appointment or emergency basis. More
complex needs are contracted out into the community. Dental care follows the same
pattern. Prisoners receiving medication related to mental health problems are all housed
in the Central Facility where they can receive supportive therapy. An Inmate Peer
Education Program is in operation at CTF. This uses inmates to teach other inmates
about infectious diseases. Topics include HIV, hepatitis, sexually transmitted diseases
and tuberculosis. Two substance abuse programs are operating at this institution.

The Correctional Training Facility provides religious services for many faiths.
Counseling and teaching are also provided to the inmate population.

One cannot enter or leave CTF without viewing the one-half mile long murals that adorn

the corridor walls of this institution. They run full length of the facility. Painted by the

inmates under the direction of a local artist, they are intended to instill hope that life can
be bearable.

NO RESPONSE REQUIRED
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REPORT ON MONTEREY COUNTY JAIL
AT NATIVIDAD ROAD, SALINAS

The Monterey County Jail is a 1,300 bed facility. There were 940 prisoners in 2002 and

in excess of 1,150 at this time. There have been five phases of building that have taken
place over the years.

Most prisoners are housed in a dormitory setting called a “pod.” The pod is a walled and
secured section that branches out from a central control area. Each pod can be seen
and controlled from this central point, but the prisoners cannot clearly see the guards
who are inside this station. Instructions are provided by an audio and video

communication system. Movement within the pod is monitored on the separate display
screens.

There is a small outdoor exercise area attached to some pods. Inside the pod the
natural lighting is good with large windows on one side. The interior also has good
artificial lighting. The women’s quarters were dark compared to the men’s.

There are short half-walls inside the pod that give a modicum of privacy and also serve
to separate some of the beds. The prisoners have a bed and a small place to put their
personal belongings. They are supplied with two changes of underwear a week, one

jumpsuit, and a clean blanket every three months. Showers are available as are
facilities for more private needs.

While the facility appeared clean, there was an unkept look to it. Beds were left unmade
even quite late in the day.

Prisoners serve one year or less, but many can be incarcerated much longer while their
cases move through the courts. There is limited opportunity to redirect behavior. It is
simply a warehouse type situation.

Staff is in short supply, with 24 day guards and 20 night guards. The staff shortage and
violence control are two reasons that the prisoners are segregated by gang affiliation
when they enter this facility. Another reason is that there is less violence this way.

Guards work 12-hour days on a 4-day on, then 3-day off week. Since it is widely
understood that efficiency goes down after 8 hours and further down at 10 hours, it
appears that 12 hour shifts in a facility that holds violent persons, compromises safety.
Guards are well paid. They earn 37% more than officers in the Probation Department,
and this does not include overtime that appears to be readily available. All of the
sheriff's sworn staff are on a pay scale that tops out at over $65,000 per year.
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In viewing and entering the “lock-down” cells, the ventilation system in that area is either
too hot or too cold. The holding area and the processing area were clean. The Grand

Jury was told that 150 prisoners are being treated with prescription drugs for mental
problems and are housed in another area of the jail.

The kitchen was clean and unoccupied at the time of the Grand Jury’s visit. It is
responsible for 4,500 meals a day but this service is contracted out.

The staff was polite, friendly, and willing to answer questions. There seemed to be a
good rapport between different levels of staff. Officers were well dressed and conducted
themselves in a professional manner.

NO RESPONSE REQUIRED
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MONTEREY COUNTY PROBATION AND
JUVENILE HALL

SUMMARY

Each Grand Jury is required to make annual visits which include the Probation
Department and tours of Juvenile Hall. There was a keen interest among Grand
Jurors to see our County Probation facilities, with recent media accounts of a
crumbling Juvenile Hall building fresh in our minds. Jurors were also aware of
budget problems with the County, low wages and high turnover within the Probation
Department. During the last year, there was a volatile political environment
surrounding what was happening with the leadership of the department and the
relationship with the County Administrative Office (CAO). The Monterey County
Grand Jury visited Probation and Juvenile Hall on February 24, 2004.

PROCEDURE AND METHODOLOGY
Members of the Grand Jury interviewed the following:
» Probation Department officials
= Members of the Board of Supervisors
» County Administrative Office Staff
Members of the Grand Jury reviewed the following documents:
» Meeting Minutes of the Ad Hoc Juvenile Hall Action Committee
» Letters from the California Board of Corrections

= Letter from the Chief Probation Officer, Monterey County

BACKGROUND AND DISCUSSION

THE PROBATION DEPARTMENT: |Is it a neglected arm of county law
enforcement?

The Chief Probation Officer (CPO), unlike any other County administrator, is
appointed by the Presiding Judge of the Superior Court and is salaried/budgeted by
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the Board of Supervisors. Thus, he answers to two branches of County government
each with its own duties, responsibilities, and interests.

Probation Officers (PO’s) are sworn law enforcement deputies with the power to
arrest, search and seizure, and with a responsibility of public protection.
Unfortunately, PO’s are not recognized and supported as such by some County
administrators, and as a result are not compensated equally with other sworn law
enforcement personnel. As an example, the average sheriff's deputy earns 37%
more than an average probation officer. Further, the average staff employee of the
Sheriff's Office makes 44% more in earnings than Probation staff. As a result, the
Sheriff's staff of 330 earns a total of approximately $21,000,000, while the Probation
Department is budgeted at approximately $8,000,000 for a staff of 177. To further
compound Probation’s lack of funding and low pay scale, the wage difference
between an experienced officer and his manager counterpart is less than $3,000

annually. These factors, along with housing affordability, give rise to retention, staff
stability, and officer safety issues.

Despite these problems and in spite of the historically low funding, the Department it
appeared had done a remarkable job administering community-based programs in
the area of detention, treatment, prevention, intervention, and placement, while
maintaining high morale and staff commitment. This is attributed to the leadership
and dedication of the Probation administration. How long this Department can
operate with this level of funding and with this level of support (or lack thereof) from
the County is the question at issue here.

THE JUVENILE HALL: Were county contract procedures violated during
renovation?

INQUIRY

The entire Grand Jury assembled at the Probation Office on February 20, 2004. We
found the Juvenile Hall was closed and the Wards (juvenile offenders) were being
housed in out-of-county facilities. The building was in bad shape, unsound, and a
health and earthquake hazard.

During our visit to the Probation Department, there was time for a debriefing at the
end of the day, and questions were asked and answered. We learned that the
critical issue of retrofitting Juvenile Hall had been a decision facilitated by an ad hoc
committee comprised of a number of people. When we learned that minutes of
those meetings were available, we requested copies.

On receipt of those minutes, we discovered that initially the committee was
comprised of two county supervisors and as many as eight other members as well as
various other staff, often four or more people. The first committee met on July 8,
2003, and the last formal meeting was November 13, 2003. Although the committee

has met since then, no minutes of its meetings are available; the meetings are now
tape recorded.

An examination of the minutes revealed that the committee was “chartered to
proceed by consensus, generate a constructive discussion to arrive at a quick
resolution of the Juvenile Hall emergency, with focus on fiscal responsibility”

224



(emphasis added). The committee minutes were eventually amended to reflect that
only the two County Supervisors were actual members of the Juvenile Hall Ad Hoc

Committee, as noted in the August 25, 2003, meeting records. Other former
members now were “guests present.”

We inquired further, interviewing several principals, since it appeared that a civilian
guest/member of the ad hoc committee had been a recipient of a sole source
contract in excess of $25,000. County procedures require competitive bids for
contracts over $25,000. The civilian contractor or a representative of his company
was present at every meeting through September. We learned that the civilian
contractor had been invited to the meeting by one of the two County Supervisors on
the committee, as admitted by one of the Supervisors and confirmed by the
contractor. That same Supervisor, during an August 13, 2003 meeting, suggested
that the contractor’s firm “be selected as Construction Manager (CM)” for the juvenile
hall maintenance and repair work.

Interviews with County employees involved with the project revealed that County
policies required competitive bidding for contracts over $25,000. A County employee
admitted that there had been no bidding for the contract in question, which was for a
set amount of $26,500. That employee also stated under questioning that the
procedure was not followed due to a feeling of pressure being applied by the County
Supervisor pushing for the awarding of a contract to the only civilian contractor, who
had been present at the meetings. The County employee pointed out that the
contractor had been previously vetted for a different contract bid and was qualified to
do the work; however, admitted that no other contractors had been notified, thus,
never had a chance to bid on the $26,500 contract.

During a series of meetings between July and November, an informal arrangement
was made to have contract specialists come in to look at the Juvenile Hall building
and give rough estimates on costs for repair/renovation. That eventually prompted a
memo from County Counsel which disqualified all of those contractors from bidding
on any of the eventual contracts which might be let. Unaccountably, the $26,500
contract of issue here was not canceled or otherwise affected by this memo.

On September 23, 2004, we revisited the now remodeled Juvenile Hall, which has
re-opened and been approved by the Board of Corrections. All out-of-county Wards
have been returned, so have the detention/treatment staff, teachers, nurse, special
education personnel, etc. Not only was the refurbishment completed under budget
and on time, but updated, secured, automated and almost attractive (for a detention
facility). The 103 Wards were observed in their daily routine in a calm, safe, and
rehabilitative setting. Unfortunately, due to funding, salary and retention issues, the
facility lacks personnel to staff vacant units. We learned that at issue here was
dollars, i.e. a Probation Officer Director earns approximately the same salary as a
Deputy Sheriff...the personnel ratio is 1 director to 66 deputies. It appears more
care and attention is needed here for our youth and our community.

FINDINGS

The repair and upgrading of the Juvenile Hall facility was undertaken with a stated
goal of quickly resolving a serious problem and getting Monterey County’s juvenile
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wards back within a County facility expeditiously. Fiscal responsibility was not
exercised by awarding a contract outside of County policies. The Grand Jury finds
that political influence contributed to a violation of established County policies. The
inappropriate lack of public and competitive bidding on this particular individual
contract was sanctioned by at least one County employee, and the mistake was

apparently not caught by anyone in the chain of responsibility who signed off the
$26,500.

RECOMMENDATION

The Grand Jury recommends that this matter be examined in detail by the County
Administrative Office, County Counsel and the Board of Supervisors.

1. Discover how such a breach of procedure can best be avoided in the future.

Whatever safeguards were in place did not work in this instance, and if they were
flawed, they need to be corrected.

2. What procedures or process will be implemented to ensure there will not be
further violations of the competitive bidding process in the future?

RESPONSES REQUIRED
Monterey County Board of Supervisors
Recommendations 1 and 2

Date Due: April 4, 2005

Monterey County Board of Supervisors Shall Direct the County Administrative
Office to Address the Following:

Recommendations 1 and 2

Date Due: April 4, 2005
Monterey County Board of Supervisors Shall Direct County Counsel to
Address the Following:

Recommendations 1 and 2

Date Due: April 4, 2005

Response to the Recommendations shall be addressed to the Presiding Judge of the
Superior Court of California, County of Monterey as noted on page iv of this report.
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SALINAS VALLEY STATE PRISON

On April 1, 2004, the Civil Grand Jury toured Salinas Valley State Prison (SVSP) in
accordance with its requirement to “inquire into the condition and management of the
public prisons within the county.”

The California Department of Corrections operates all state prisons, oversees a variety of
community correctional facilities and supervises all parolees during their re-entry into
society. The Department’s budget for fiscal year 2003-2004 was $5.7 billion. The average
yearly cost per inmate is $30,929 and per parolee is $3,364. SVSP in the same period
had an operating budget of $126 million (www.corr.ca.gov/communicationsOffice/facts_figures.asp).

ABOUT THE PRISON

Salinas Valley State Prison was opened May 1996 on 300 acres in Soledad. It is the
newest state prison at this time. The Civil Grand Jury observed that both the prison
buildings and grounds were spotlessly clean. As of Fiscal Year 2003-2004, it employs
944 custody staff and 391 support services staff. Staff turnover statewide is 8%.
However, at SVSP it is 20%, due in large part to the high cost of housing in the area.
Training to be a correctional officer involves a 16 week education at an academy.
Officers are required to have 40 hours of continuing education per year. For their safety
all officers are supposed to have stab-proof vests. However, it was reported by one
person working at the prison that not all officers have been provided with vests.
Typically a guard works an eight hour shift, however, in reality up to 80 hours of overtime
per employee is allowed each month. A lot of overtime accrues because of the need to

cover guards who are out on sick leave. At SVSP 8% of the budget is allotted for
overtime.

SVSP houses a small number of Level | (minimum security) prisoners but is used
primarily for Level IV prisoners, the most violent felons. It was designed for 2,224
persons (200 Level | and 2,024 Level IV), but was housing 4,517 persons in March 2004
(California Department of Corrections, Data Analysis Unit, March 22, 2004). Very few
prisoners parole out of SVSP. In 1978, there was a change in philosophy at the state

level regarding the purpose of prisons from a focus on rehabilitation to a focus on
punishment.

There is a new state law that requires that prisoners must be provided the same level of
health care that is available in the community. Because most of the prisoners will be
there for life, as they age there is a need for health treatments for both serious and
chronic conditions. Within the prison, there is a hospital with a large mental health unit.
At any given time, 1200 inmates will be receiving mental heaith treatment. This
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represents 22-23% of the prison population. There is an in-patient short term crisis unit
that seeks to stabilize patients, an out-patient program in which prisoners are seen once
a day for 90 days and which includes group therapy, and a day treatment program for
the severely mentally ill. At this time, there is not a formal substance abuse program,
even though it appears substance abuse is a widespread problem.

Prisoners are fed three meals a day, including a hot breakfast and hot dinner at a cost of
$2.15 a day per person from a large efficient kitchen facility.

The problem of gangs within the prison is being monitored constantly. In general,

members of gangs are separated from one another and from their rival gangs to the
extent that is possible.

The Grand Jury was especially interested in vocational training and education at the
prison. Theoretically, all prisoners are supposed to be involved in either schooling or
work. It appeared in reality, because of state funding cutbacks, educational programs
barely exist. In 2004, the state set aside only $48 million for vocational programs in all

state prisons. At SVSP the vocational education program was shut down in October
2003.

Vocational education is important not only for the specific trade skills that are learned,
but for the social competencies that are acquired. The education programs that exist
now are available to prisoners incarcerated in A, B, and C yards. Those in D yard are
not eligible for any classes. In the past, prisoners who had been in longer had priority in
taking classes. There is a new Bridging Program that focuses on prisoners who will be
eligible for parole, regardless of how long they have been incarcerated. This has the
potential to save the prison money because men who are enrolled in classes are usually
motivated to behave better and to earn earlier release. There are 108 positions
available in the Bridging program, 106 of which were filled as of May 2004.

Classes on TV in individual cells are offered on literacy, anger management, success on
parole, and drug awareness. Sixty-five men at one time can take such courses. In May
2004, 47 students were enrolled. There is a Correctional Learning Network that focuses
on preparation to take the GED. There were 98 requests to participate in this program.

By May, one person had completed the program. There were four individuals who
passed the GED by May.

Twenty-two people are taking part in college correspondence courses. Prisoners must
pay the expenses for these courses themselves.

Six months before a person is released on parole, he is offered a Prerelease/Reentry

Packet to help him in the adjustment to civilian life. So far in 2004, 122 packets have
been sent out.

Informal substance abuse meetings are available. In May of 2004, there were twelve
Alcoholics Anonymous meetings with 87 inmate participants and 180 men on a waiting
list to attend. There were 9 NA meetings during this same time with 64 inmate
participants and 60 people on the waiting list.

Besides the lack of funding, the other frustration in trying to provide an educational
program is the frequency of lockdowns and modified programs. A lockdown is an
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institutional state of emergency in which inmates are kept in their cells 24 hours a day,
leaving only to shower a couple of times a week. Visitation, phone calls, and classes are
suspended. A modified program is any restriction of inmate movement or suspension of
inmate programs for a specific group of inmates. Because of lockdowns and modified
programs, the few classes that do exist operate only 21% of the time.

When asked about the “Green Wall,” an alleged group of guards that have mistreated
prisoners, an official said that the problem was “being dealt with decisively.” In
February, mandatory training in ethics was begun for all guards. The Grand Jury asked
on several occasions for a copy of the Office of the Inspector General's (OIG) report
relating to the Green Wall investigation. Though promised to the Civil Grand Jury, these
documents were not willingly provided. The Grand Jury, with the assistance of the

Office of the County Counsel, subpoenaed and eventually obtained a copy of the OIG’s
report.

The report outlines a series of internal problems at SVSP, and substantiates the
existence of a group of correctional officers and staff members who are members of the
Green Wall. This group identifies itself by the numbers 7/23 (for the 7" and 23" letters of
the alphabet, G and W), and also favors the color green. Their existence within the
prison is documented as far back as 1999, and incidents attributed to Green Wall
members include vandalism to institutional property and to employee’s personal
property. The number 7/23 appeared on tattoos and license plate frames, as well as on
an engraved knife given as a gift to a newly promoted sergeant.

The OIG investigation faults high-ranking SVSP staff for being slow to react to

allegations of misconduct, for apparently looking the other way or ignoring the problems.

There are allegations of favoritism, as well as communications problems which led to an
atmosphere of distrust.

The Grand Jury finds that, as a result of the OIG’s investigation, the existence of the
Green Wall is substantiated.

NO RESPONSE REQUIRED
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